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THE ORGANIZED BUSINESS IN AMERICA 


NEIL CHAMBERLAIN’ 


political and economic signifi- 
cances of the collective bargaining 
process stem from its setting in the 
larger problem of organized groups with- 
in society. 
Regardless. of one’s acceptance or re- 
jection of the pluralistic theory of the 
state, the importance of organized auton- 
» omous groups is not to be questioned. 
| They exercise the functions of govern- 
» ment over their own constituencies, com- 
| posing their own laws, administering 
them through their own agents, and in- 
terpreting them through their cwn judi- 
cial authorities. They treat and war 
with other infrastate organizations, as 
well as with the state itself. Society in 
the United States today is rich with 
these associational forms; and the Ameri- 
can people are faced not infrequently 
with the problem of resolving conflicts 
in loyalty arising out of their citizenship 
in a multiplicity of governments, of both 
group and state varieties.’ 


* Since the preparation of this article, the author 
has been on active duty with the United States 
Naval Reserve. In accordance with Art. 113 (2) 
of the 1920 (revised) United States Navy Regulations, 
it is here noted that the opinions or assertions con- 
tained herein are the private ones of the writer and 
are not to be construed as official or necessarily re- 
flecting the views of the Navy Department or the 
naval service at large. 


This study deals with two of the most 
important of such autonomous associa- 
tions—the labor union and the business 
enterprise, with particular reference to 
the corporation in the latter group. These 
two collectivities, governments in them- 
selves, engage in a process which has be- 
come known as “collective bargaining” — 
a process undefined in the laws which en- 
courage it and ill-defined in the minds of 
those concerned with it. In its crudest 
form it consists of little more than an ac- 
ceptance by two group-governments of 
a means of live and let live. In its most 
refined form it is the mutual embrace by 
two group-governments. of the whole 
field of operating a business. 

In any form the process of collective 
bargaining results in the establishment 
of a type of autonomous association or 
infrastate government, which may be 
called “the organized business.” This 
government is peculiar in that it is the 
result of the collaboration of two lesser 
autonomous group-governments—the 
organized owners and the organized 
workers. 


2 Cf. Harold Laski, Authority in the Modern State 
(New Haven, 1919), p. 325; also James J. Robbins 
and Gunnar Heckscher, “The Constitutional Theory 
of Autonomous Groups,” Journal of Politics, II 
(1941), 11-12, 15. 





98 NEIL CHAMBERLAIN 


In a society in which collective bar- 
gaining prevails, neither the legal corpo- 
ration nor the labor union possesses any 
functional significance in the absence of 
collaboration with the other. So long as 
collective bargaining is accepted, the 
corporation is a useless component of the 
economy in the absence of a working 
agreement with its workers,’ while the 
labor union comes into being expressly 
for the purpose of treating with the em- 
ployer of its members. 

From the collaboration of the corpora- 
tion and the union results the organized 
business, whose function is production. 
A collapse of collective bargaining rela- 
tions does not necessarily entail a break- 
down in the union or in the legal corpora- 
tion, but it does involve a breakdown in 
the government of the organized busi- 
ness.‘ In a society in which collective 
bargaining prevails, then, the smooth 
operation of its procedures is necessary 
to the continuity of the organized busi- 
nesses, whose function is production. 

Thus collective bargaining is a species 
of functional self-government’ which al- 
lows the constituent members—owners 
and workers—of a business or industry 
to determine the terms of their relation- 
ship. It constitutes, at the same time, a 
method of self-determination by a busi- 
ness or industry of the conditions of em- 
ployment and a recognition that a busi- 
ness cannot be considered simply as the 
property of a ruling class of stockholders 
and management but is the concern of 


3It is only with the abandonment of collective 
bargaining that the corporation may assert complete 
control over the terms of its relationship with its 
employees and regain functional independence. 


4 It is true that the operation of the business may 
continue in such a case, but only upon the abandon- 
ment of collective bargaining—that is, it may con- 
tinue, though not as an organised business. 


SCf. James J. Robbins, The Politics of Labor 
Relations in Sweden (Chapel Hill, 1942), p. 9. 


all the groups which comprise it. To the 
extent that government has intervened 
in collective bargaining conferences by 
imposing a settlement upon the conferees 
or by bringing the moral force of public 
opinion to bear upon them to oblige their 
acceptance of terms which, left to them- 
selves, they would not have accepted, 
the industrial self-government implicit 
in collective bargaining is obscured. 
Moreover, the frequent breakdowns of 
this species of functional self-govern- 
ment evidenced in appeals to outside 
agencies to assist in composing differ- 
ences among the representatives of the 
business or industry blur the picture by 
suggesting not a single self-regulating 
government, but two governments with 
conflicting interests.* 

Despite such ad hoc state interven- 
tions in the collective bargaining process, 
it is no mere euphemism to declare that 
collective bargaining constitutes func- 
tional self-government. Perhaps the most 
conclusive proof of this fact is provided 
by the spread of a form of collective bar- 
gaining which has demonstrated its 
feasibility as an instrument for the joint 
determination by the constituents of a 
business or industry, and by them solely, 
of the terms of their relationship. This 
procedural form is the impartial machin- 
ery now established in many important 
industries. It would be difficult to over- 
state the significance of this movement 
toward the founding by the bargaining 
parties of the office of impartial chairman 
or umpire as the regulator of their rela- 
tions. In a sense the president and su- 

*As has been noted, two lesser group-govern- 
ments—the corporation and the union—are indeed 
involved, and the interests of one frequently do con- 
flict with the interests of the other. The important 
consideration, however, is that they have their 
primary interest in common—the continuity of the 
organized business or industry which they have 


united to establish and from which each derives its 
functional significance. 
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preme court of their government, the im- 
partial chairman is delegated the power 
to enforce the agreement and to deter- 
mine all questions arising under it during 
its lifetime. In a further sense a legisla- 
tive council, the impartial chairman is 
also frequently given the authority to 
determine all issues in dispute not cov- 
ered by the agreement which arise during 
the lifetime of the agreement.’ Thus, so 
long as there is an agreement in effect, 
the business or industry over which the 
impartial chairman rules has made pro- 
vision for the complete self-determina- 
tion of all questions concerning the gov- 
ernance of its labor relations. It has es- 
tablished a government which, within 
the legal framework of the society of its ori- 
gin, successfully exercises complete au- 
tonomy. 

This is not to suggest that industrial 
self-government occurs only in those 
businesses or industries which have or- 
ganized their collective bargaining rela- 


tionships around a jointly established 
impartial authority. This form of col- 
lective bargaining merely demonstrates 
most conclusively the autonomy possible 
in the field of industrial relations. Col- 
lective bargaining, even in the absence 
of such machinery, provides a mecha- 


? There has also been a noticeable tendency on 
the part of the bargaining parties to call in the im- 
partial chairman as mediator and consultant in the 
negotiation of superseding agreements. So much has 
this been the case that an official of the New York 
State Board of Mediation has said that where im- 
partial machinery has been set up there is almost 
invariably a continuing self-determination of the 
conditions of employment, unbroken by inter- 
vention of governmental authorities at times of 
contract negotiations. As a result, this board has 
actively encouraged the establishment of impartial 
machinery wherever the organization of the industry 
and the financial ability of the bargaining parties 
have made this possible, recognizing that, as such 
industrial governments become more widespread, 
the area of operation of the board of mediation 
becomes reduced. Functional self-government re- 
places state intervention. 


nism for the jcint determination of condi- 
tions of employment without any neces- 
sary intervention by the state.* Without 
the functioning of an impartial authori- 
ty, however, greater opportunity for a 
breach of relations exists and, as a re- 
sult, greater incentive for state interfer- 
ence. As the consequences of a break- 
down in industrial government become 
more far-reaching in an increasingly 
complex economy, it is quite possible 
that the constituents of industrial gov- 
ernments—the bargaining parties—will 
more and more turn to the use of impar- 
tial machinery as an effective means of 
preserving their autonomy. 

To this point we have been concerned 
with collective bargaining as industrial 
self-government in the field of labor rela- 
tions. While this is its popularly con- 
ceived function, to confine its applica- 
tion to labor relations in the narrow 
sense of the determination of job condi- 
tions would be to obscure the much 
vaster significance of the bargaining 
process. Collective bargaining is begin- 
ning to emerge not only as a method of 
control by the workers over their job 
conditions but as a mechanism for the 
joint control by the bargaining parties of 
the business or industry as a totality. 

Collective bargaining in the sense in 
which it has customarily been used—the 
joint determination of wages, hours, and 
job conditions—involved a modification 
of the prerogatives of owners and man- 
agement. No longer was the board of di- 
rectors free to distribute profits as it saw 

§ Thus in the bargaining relations between the 
International Molders Union and the Manufacturers 
Protective and Development Association, and be- 
tween the National Brotherhood of Operative 
Potters and the United States Potters Association, 
the fullest degree of autonomy in the determination 
of terms of relationship has been enjoyed, although 
no impartial machinery has been set up. The rela- 


tionships have been such as to provide no occasion 
for interference by the state. 
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fit: organized workers insisted upon their 
right to be heard with respect to the dis- 
tribution of profits.* No longer was man- 
agement at liberty to hire and fire at its 
discretion: seniority rights and union 
security provisions, such as the preferen- 
tial, union, or closed shop, modified its 
authority. This removal from the field of 
ownership-management prerogatives of 
certain broad areas of discretion has been 
approved in law."® It is now recognized 
that where organized workers seek joint 
determination of wages, hours, and work- 
ing conditions, unilateral determination 
of these matters by management is 
barred. It has not been generally recog- 
nized, however, that incursions into the 
field of management authority have not 
ceased at this point. Collective bargain- 
ing has provided a mechanism by which 
workers can extend their control into all 
phases of managerial “prerogatives.” 
Such penetration by unions into fields 
once considered of sole concern to man- 
agement is now in progress in many in- 

9 Although profits are legally the property of the 
owners of the business, they are in reality regarded as 
a proper subject for bargaining by the union, so 
that it becomes difficult to distinguish between 
what might be considered as bargaining for wages 
and what might equally be considered as bargaining 
for profit-participation. Note the following com- 
ment of the executive president of a large corpora- 
tion in 1940 negotiations: “. . . . And then I just 
wondered whether you boys—and I don’t mean to 
imply that you didn’t go at this seriously, but I 
wonder if you have any conception of the vast 
amount of money that you have cut up and as to 
this new spread—that’s one thing. If, on the other 
hand, you just have a misconception that this is 
some golden cheese that we are going to cut up 
now and whack it up, no matter what the amount is, 
I don’t see where we are going to get anywhere at 
all. If that is the conception, we have a very be- 
wildering situation. We might expect our customers 
to say, ‘Whenever you are making a profit, you must 
immediately reduce the price of glass,’ and whenever 
we are making a profit you immediately ask us to 
increase the cost of labor. When you get those two 
things together, there is no profit.” 


*© In the National Labor Relations Act (49 Stat. 
449); see Secs. 1, 7, and 8(5). 


dustries. Throughout the economy, at 
one time or another, in one place or an- 
other, there is hardly any field of mana- 
gerial discretion which has been left un- 
touched. In view of this development, 
the significance of such a phrase as “the 
inherent rights of management’ may 
be questioned. 

The concept of “the prerogatives of 
management”’ continues to play an im- 
portant part in industrial relations, how- 
ever. One would expect-that representa- 
tives of the managerial class would them- 
selves cherish the concept, as they have. 
It has been used to deny organized work- 
ers the right to bargain with respect to 
certain issues, such as managerial sala- 
ries and depreciation policies, or to 
deny arbitration upon such issues.” 


™* Cf. Wayne L. Morse, “The Scope of Arbitra- 
tion in Labor Disputes,” Papers Presented at the 
Fourth Annual Stanford Industrial Relations Con- 
ference (Stanford University, 1941), p. 115: “There 
are certain rights which are not arbitrable, such as 
the inherent rights of management 


12“There are certain problems which are defi- 
nitely management’s affair, responsibility for which 
management cannot duck. The test of a good 
[employee-representation] plan is that the em- 
ployees recognize this, and trust management with 
such matters as selection and promotion of employ- 
ees, and determination of executives’ s: laries, re- 
serves and surplus” (from the record of the April 
20 conference, p. 6 in “Collective Bargaining,” the 
mimeographed record of ten conferences conducted 
by the Bureau of Personnel Administration in 1935). 


"3 In “Authority and Responsibility in Industrial 
Management,” an address before the University of 
Virginia’s Institute of Public Affairs on July 14, 
1934 (15 pp., mimeographed), S. M. DuBrul, now 
the director of the labor economics section, personnel 
staff, of General Motors Corporation, declared: 
“. ... In any case in which any compromise would 
mean serious injury to the true long-term interests 
of the institution and the purpose for which it was 
created, no Management can be excused, if it 
voluntarily submits the issues to any form of arbi- 
tration which involves an irrevocable agreement to 
abide by the decisions of another party or agency. 
Suppose, for example, that the Management of a 
company in a given industry, employing a special- 
ized kind of highly skilled workmen, was presented 
with a demand for a reduction in hours which would 
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Union representatives have been forbid- 
den access to company books for fear of 
provoking attacks upon certain manage- 
ment policies now considered reserved to 
its sole discretion.*4 It has been said in 
support of this view that management 
delegates but does not share responsibili- 
ty;s and part of the opposition to the 


so reduce the supply of skilled labor that before 
sufficient additional workers could be obtained 
and trained the business as an institution would be 
irreparably injured. The Management, of course, 
should attempt to compromise at some point which 
would not produce this serious result. It should 
attempt to establish to the satisfaction of the men 
that the request was unreasonable. It should seek by 
all possible forms of mediation and conciliation to 
effect a settlement of this nature. But should all of 
these attempts fail, the submission of the matter 
to the unlimited, binding arbitration of an outside 
party would be dereliction and the investors would 
be fully warranted in discharging the Management 
forthwith. 

“In principle, all questions of wages are essential- 
ly of this character, and only when the amount 
involved is not important and a settlement is essen- 
tial in the best interests of the business can the 
matter be properly delegated without reservation 
to a third party for settlement. Furthermore, the 
decision to accept such outside arbitration can 
only be made by the Management itself, since it and 
it alone is accountable for the final results.” 


Thus an attorney representing several com- 
panies in the Cincinnati area says he will willingly 
supply the union with a profit and loss statement 
but refuses to permit an inspection of the com- 
pany’s books, fearing argument over management 
salaries, capital investments, and similar issues, 
which he believes do not fall within the orbit of col- 
lective bargaining. Several other management repre- 
sentatives maintained in interviews that they did not 
want union conferees “prying into officials’ salaries.” 


*s Cf. DuBrul, of. cit., p. 7: “. .. . In a business 
the Management is vested with certain powers 
sufficient to enable it to fulfill the functions involved 
in the conduct of the business. While it can dele- 
gate them, it is still responsible ultimately for the 
acts of those to whom it has delegated them.” And 
on p. 8: “This precludes it from delegating authority 
to anyone whose interests may be in conflict with 
those of the owners of the business.” Cf., too, the 
Statement by the Chrysler Corporation in the 1939 
strike, as expressed in a letter from the vice-presi- 
dent in charge of operations to the chairman of the 
Michigan Mediation Board: “Management cannot 
abdicate its resyonsibility for any aspect of this 


Lor 


collective bargaining movement has been 
charged to the fear of management that 
its responsibility would thereby be di- 
luted and its prerogatives endangered."® 
To management, “joint management” 
has remained a specter."’ 

Opposition from the managerial class 
to the invasion of its “prerogatives” by 
organized workers has found occasional 
support in the courts, where justices in 
a few instances have adopted the same 
approach by regarding labor legislation 
as a threat to management’s preroga- 


business, whether it relates to labor, to engineering, 
to production or to selling. It cannot consent to 
‘sovietize’ the plants” (New York Times, October 10, 
1939). 

*6Cf. James H. Greene, Organised Training in 
Business (rev. ed.; New York, 1937), p. 206; and 
“National Industrial Conference, Washington, 
D.C.,” Monthly Labor Review, IX (1919), 1348. 


7 Cf, the statement of one company representa- 
tive in 1940 negotiations: “. . . . There are at least 
ten paragraphs in this proposal that to the men on 
this side of the table mean wide exploration into the 
realm of collective management. I know of no or- 
ganization that has adventured into the field of 
collective management as you men have indicated 
here. Even the strongest organizations in the coun- 
try recognize the rights of the management to run 
their business without first consulting the organiza- 
tion, and these ten paragraphs, at least, diverge 
widely from that field, and even make it an im- 
possibility,—if I may use such a word at this time, 
to even consider such a paragraph 

And somewhat later in the same conference: 

Unton REPRESENTATIVE: “What’s the difference 
between whether you hand them [service records 
and employment lists] to the local president or post 
them and have them copy them from the posted 
record?” 

ComPaNy REPRESENTATIVE: “There may not 
seem to be very much difference to you, Otto, and 
you may be honest about it, but to the company 
there seems to be quite a lot of difference. I don’t 
know how to explain it, but there is a lot of differ- 
ence. This may be minor in one respect, but after all, 
the company is not committing itself to a sort of 
joint management of its employees. They would 
still like to retain their right to shift around their 
employees as they see fit,—and subject to your 
criticism, if you don’t like it, and as long as you can 
enter the office and ask for the records, as you know 
you can, the record of the man involved, why isn’t 
that sufficient?” 
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tives* or by interpreting legislation as 
precluding union interest in certain man- 
agerial fields.*? Somewhat more surpris- 
ingly, some labor leaders have renounced 
interest in fields of management discre- 
tion other than the traditional ones of 
wages, hours, and working conditions.” 


18 Cf. Justice McReynolds’ dissent in V.L.R.B. v. 
Jones and Laughlin, 301 U.S. 103 (1937): “A private 
owner is deprived of power to manage his own prop- 
erty by freely selecting those to whom his manu- 
facturing operations are to be entrusted.” 


19 Thus in Globe Cotton Mills v. N.L.R.B., 103 F. 
(2d), 91, 94 (C.C.A. 5), modifying 6 N.L.R.B. 461, 
the court held that the subject matter of collective 
bargaining did not extend to legislative policies, a 
matter which lay outside the purview of the rights 
of organized workers. 

Note also the statement of Benedict Wolf, 
former secretary of the N.L.R.B., in “The Duty To 
Bargain Collectively,” Law and Contemporary 
Problems, spring, 1938, p. 255: “There can be no 
doubt that the union may properly present demands 
with regard to matters directly affecting wages, 
hours and working conditions, and the employer 
would have no right to refuse to bargain regarding 
such demands. However, the union might have de- 
mands with reference to subjects which the em- 
ployer could well claim were not properly within the 
scope of collective bargaining and his refusal to 
bargain in such a case might be justified. For in- 
stance, although the employees have a vital interest 
in the success of the business enterprise (since on 
this depend their wages and, in fact, their jobs), it 
is doubtful whether an employer will be under any 
duty to bargain with the union regarding the prices 
he fixes for his products, even though admittedly the 
prices fixed by the employer have an important effect 
on the success of the business. Although to salesmen 
working on a commission basis the amount of ad- 
vertising done by an employer is undoubtedly im- 
portant, the chances of an employer being penalized 
for refusal to bargain with regard to his advertising 
budget are slim. These matters are primarily man- 
agement problems, and affect working conditions 
indirectly. There are few things with relation to the 
conduct of a business which do not have some effect 
on working conditions and it is difficult to conceive 
that an employer would be in duty bound to bargain 
with the representatives of his employees concern- 
ing all the details of running his business. The classic 
concept of management problems as differentiated 
from working conditions might well be used as the 
test in the determination of the employer’s right to 
limit the scope of the bargaining process.”’ 


2° See Samuel Gompers, “Collective Bargaining,” 
American Federationist, XX VII (1920), 250: “Col- 


The constitution of the Aluminum Work- 
ers of America acknowledges “‘manage- 
ment functions” which the union will 
not try to usurp.” The Brotherhood of 
Railroad Trainmen recognizes “‘matters 
that are strictly of managerial concern,” 
interesting itself only in those fields 
which have “a material effect upon the 
welfare of the workers.’ Trade agree- 
ments have specified areas of discretion 


lective bargaining in industry does not imply that 
wage-earners shall assume control of industry, or 
responsibility for financial management. It proposes 
that the employees shall have the right to organize 
and deal with the employer through selected repre- 
sentatives as to wages and working conditions.” 


2t From the Preamble: ‘The Aluminum Worker 
does not seek to usurp management’s function. The 
Aluminum Worker does not ask for a place on the 
Board of Directors of the Aluminum Industry. 
He merely asks for his rights The Aluminum 
Worker seeks a place at the conference table, to- 
gether with management, when decisions are made 
which affect the food the Aluminum Worker, his 
wife and children shall eat; the extent of education 
his children may have, the kind and the amount of 
clothing they may wear 


22 From a letter of December 8, 1¢41, from A. F. 
Whitney, president of the Brotherhood of Railroad 
Trainmen: “I should be inclined to adopt the broad 
connotation of the phrase ‘conditions of employ- 
ment.’ To me, this phrase means anything in an in- 
dustry which affects in a material degree the welfare 
of the worker. However, this broad interpretation 
does not mean that our organization ever endeavors, 
or even wishes to endeavor, to exercise control in 
matters that are strictly of managerial concern. It is 
only when management policies have a material 
effect upon the welfare of the workers we represent 
that we propose to have a voice. Of course, this inter- 
pretation does not mean that our minds are closed 
or that we will remain silent, in the presence of 
extravagant managerial policies which in the end 
must adversely affect labor. Hence, we do not hesi- 
tate to point out and criticize the financial racketeer- 
ing and appalling waste in the railroad industry, 
which, Senator Wheeler estimated in 1938, amount- 
ed to a million dollars a day. Our criticism of these 
policies does not mean that we propose to oust the 
management and conduct the policies for ourselves. 
It only means that our criticism is a defense mecha- 
nism against the claims of the railroads that the em- 
ployes are ‘racketeers,’ or that the employes are 
selfish or are making unreasonable demands, or that 
the railroads cannot afford to give the employes fair 
wages and working conditions.” 
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reserved entirely and solely to manage- 
ment.’ It cannot be said, however, that 
the concept of “‘the prerogatives of man- 
agement” has been accepted by the or- 
ganized labor movement as a whole. 
Other union officials have expressed the 
view that “there are no management 
prerogatives.’’*4 

In this latter view that there are no 
special areas of business operation re- 
served to management discretion lies the 
truly revolutionary aspect of collective 
bargaining. Collective bargaining is not 
only “‘a step in the process of control”’;?5 
it is the mechanism by which the workers 
may achieve control and exercise it joint- 
ly with management.” If joint manage- 
ment of business and industry by the 
workers’ representatives and by the 


*> Thus, note the agreement between the Ford 
Motor Company and the United Automobile Work- 
ers (1941), Sec. 13: “The Union recognizes other 
rights and responsibilities belonging solely to the 
Company, prominent among which but by no means 
wholly inclusive, are the rights to decide the number 
and location of plants, the machine and tool equip- 
ment, the products to be manufactured, the methods 
of manufacture, the schedules of production, the 
processes of manufacturing or assembling, together 
with all designing, engineering and the control of 
raw materials, semimanufactured and finished parts 
which may be incorporated into the products 
manufactured.” 

It is significant that managements have sought 
the inclusion of such protective clauses in their con- 
tracts, as though erecting defenses against an antici- 
pated union offensive. 


*See n. 53, below. When interviewed, one 
official of an important A. F. of L. international 
union expressed a belief that there must be a more 
explicit legal recognition of the right of unions to 
bargain on “management” matters. Cf. “Union- 
Management Cooperation,” Monthly Labor Review, 
Lil (1941), 1351-52: ‘““Many union leaders are also 
insisting that organized labor be allowed increased 
participation and responsibility in the management 
of industry.” 

*R. F. Hoxie, Trade Unionism in the United 
States (New York, 1923), p. 275- 

*See W. F. Ferger, “The Place of Collective 
Bargaining in Our Modern Industrial Life,” North 
Carolina Yearbook, 1929-1930 (Chapel Hill, 1930), 
Pp. 46. 
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owners’ representatives is revolutionary, 
then collective bargaining is revolution- 
ary; for collective bargaining now gives 
promise of introducing a system of con- 
trol of business and industry in which 
the workers are accorded the right to col- 
laborate with owners and their represent- 
atives in determining business policies, 
methods of operation, and the distribu- 
tion of the proceeds. The outlines of such 
an economic order are still vague and in- 
distinct, but they can be observed. No 
longer can a system of collective control 
in the United States be considered only 
a revolutionary’s dream; it is now in the 
first stages of realization. 

The broad areas of managerial respon- 
sibility can be defined,”’ and among them 
there is not one in which labor unions 
have not at some time intervened. There 
is no necessity of urging this point too 
insistently. It must be acknowledged 
that certain areas have been left virtual- 


ly untouched by labor, chiefly questions 
involving the financial methods to be em- 
ployed for raising necessary capital,”* 
the policy with respect to depreciation 
and reserves,* and the policy regarding 


27 The list of fields of responsibility used here was 
adapted from a compilation prepared by Dr. F. F. 
Blachly, in his “Analyses for N.R.A., 1935.”” (Manu- 
script.) 

28 Though there have been loans by the union 
itself to the company, as by the United Mine Work- 
ers to the Rocky Mountain Fuel Company (see 
“Union-Management Cooperation,” Monthly Labor 
Review, LII [1941], 1357). The Steel Workers Organ- 
izing Committee in one case assumed responsibility 
for negotiating a bank loan for an iron-fabricating 
concern recognized as a leader in its field. Other 
unions, such as the railroad brotherhoods, have made 
methods of financing a subject of conferences with 
management, without actually bargaining upon this 
subject. 


29 Note, however, that arbitration proceedings 
occurred in 1940 in New York City over several 
questions concerning a company’s financial policies, 
the union contending, among other things, that the 
company’s depreciation policy unfairly represented 
its earnings. This question was not settled by the 
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payment of dividends.*° There has, how- 
ever, been collective bargaining on ques- 
tions involving the building or the ex- 
tension or contraction of the plant or the 
industry ,* the location of the plant or in- 


arbiter’s decision, however, which turned upon 
whether present company depreciation policy was 
consistent with its policy in the past. 

3° Cf., however, the 1939 agreement between the 
S.W.O.C. and the Schwitzer-Cummins Company 
of Indianapolis, where the union agreed to payment 
of a 6 per cent dividend to stockholders before 
pressing for any wage increases. In wage bargaining 
the union is, of course, affecting dividend policy 
without bargaining directly upon that subject. 

3*As in 1941 negotiations between the Joint 
Board of the Dressmakers Union, I.L.G.W.U., and 
the five employers’ associations in the New York 
area. In its printed proposal (Julius Hochman, 
Industry Planning through Collective Bargaining 
[New York, 1941], p. 36) the union declared: 
“Planned production can, of course, best be secured 
in plants that are large enough and have sufficient 
productive capacity to justify the expenditure 
necessary to effect these improvements and to 
supply the required services. It is for this reason, 
and in the interest not only of the workers, but of the 
manufacturers, jobbers and contractors as well, that 
the union urges a conscious effort on the part of all 
the factors of the industry to consolidate contracting 
shops into units that are large enough to make 
possible this type of good management. 

“We suggest that the following are the minimum 
sizes of shops in the popular-price ranges, consistent 
with proper management: 50 machines in the $3.75 
and $4.75 ranges; 60 machines in the $2.87 range; 
80 machines in the $2.25 range; and 100 machines 
in the $1.37 range.” 

In its 1941 agreement (e.g., that with the Na- 
tional Dress Manufacturers Association, par. 
1a[9]) it is provided: “After the date of the execu- 
tion of this agreement, a member of the Association 
who deals with or sends work to contractors shall 
not open an inside shop on his own premises or 
elsewhere, nor shall he enlarge his inside shop, 
wherever situated, if at the date of the execution of 
this agreement he maintained one, by employing a 
larger number of machine operators, unless with the 
consent and approval of the Administrative Board.” 
A further provision (par. 12[10]) imposes the same 
restrictions upon contractors. 

The 1941 agreement between the John B. Stetson 
Company and the United Hatters, Cap and Milli- 
nery Workers International Union provides for 
discussion between the company and union before 
discontinuance of “auxiliary departments pro- 
viding services or goods incidental to hat manu- 
facture.” © 


dustry, the co-ordination and integra- 
tion of the work, the general organiza- 
tion of the plant,** the determination of 


3? Cf. the 1941 agreement between the Associated 
Doll Manufacturers of New York and the Play- 
things and Novelty Workers Union: “No member 
of this association shall remove his factory, during 
the term of this agreement, outside of the five Bor- 
oughs which comprise the City of New York.” 
And the Collective Agreement between the National 
Dress Manufacturers Association and the Joint Board 
of the Dressmakers Union, I.L.G.W.U. (1941) (par. 
31): “No member of the Association shall, during 
the term of this agreement, move his shop or fac- 
tory from its present location to any place beyond 
which the public carrier fare is moré than s5¢.” 


33 Perhaps the leading union in this field is the 
Steel Workers Union, which has sponsored a number 
of programs to streamline the production organiza- 
tion of companies with which it contracts, pre- 
senting these programs as a bargaining proposal or 
offering them as the outcome of the bargaining 
relationship. 

Note Helen S. Hoeber, “Collective Bargaining 
by Amalgamated Clothing Workers,”’ M onthly Labor 
Review, XLV (1937), 21: “The union took over other 
management functions [than the supply of an ade- 
quate and efficient working force] when it parried 
employer requests for lower costs through wage re- 
ductions by offering to reduce costs by improved 
efficiency. Union experts went into the shops, re- 
organized the flow of work, subdivided processes, 
established production standards under week work 
and later piece work, standardized styles, substi- 
tuted machinery for hand labor, etc.” 

The International Printing Pressmen and Assist- 
ants’ Union maintains an engineering department 
and has serviced more than five hundred newspapers 
in the United States, with intent to bring about im- 
provement in quality with the best production speed, 
and to solve special problems. 

The 1941 New York City dress industry con- 
ferences resulted in the establishment of an ad- 
ministrative board composed of representatives of 
both the union and the manufacturers’ associations. 
One of the purposes of this board, as outlined by 
the union in its proposal (Hochman, op. cit., p. 37), 
is “to study and develop a technique for closer 
cooperation between contractors and jobbers, and 
production men, for the purpose of making each 
jobber and his contractors an integrated unit for 
business planning and production.” 

See the Report of the Officers and Executive Board 
of the American Federation of Hosiery Workers 
(1941), p. 17, where Vice-President Hoffman spoke 
of the need for a “clean-up of internal department 
conditions,”’ including “the practice of dividing out 
all work among all seamers irrespective of endage, 
style or construction.” 
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the type of personnel,*4 the types of ma- 
chinery and equipment,** the purchase 
of materials and supplies, the nature 
and quality of the product or service to 
be produced,*’ the fixing of the price of 


3 See Sumner H. Slichter, Union Policies and 
Industrial Management (Washington, 1941), chap. 
iii, “Control of Hiring,” and chap. iv, “Controi of 
Layoffs—Union Policies.” Union concern with 
respect to personnel applies not only to workmen 
but to supervisory personnel as well. Cf. In the 
Matter of Aladdin Industries, 22 N.L.R.B., No. 101, 
where the union demanded discharge of a supervisor; 
and Hochman (of: cit., p. 19), where he recounts 
how the union secured the discharge of one foreman 
and the hiring of a more efficient one; see also In the 
Matter of Consumers’ Research, 2 N.L.R.B. 57. 


35 See Slichter, ep. cit., chaps. vii, viii, and ix, 
on union policies with respect to technological 
changes. 


36 Bargaining on this “management responsi- 
bility” usually takes the form of a limitation upon 
its right to purchase materials worked upon by non- 
union labor. For examples of such clauses in agree- 
ments see Collective Bargaining Contracts (Wash- 
ington, 1941), pp. 394-95. The Steel Workers Union, 
however, has at times made representations with 
respect to the quality of raw materials going into the 
finished product. 


37 “Each day about 400 newspapers are examined 
at the [pressmen’s] union headquarters for defects 
of appearance or workmanship. If a defect continues 
to appear, the company is informed and advised 
how to remedy the matter. Where necessary an 
engineering expert is sent to the plant” (from 
“Union Management Cooperation,” Monthly Labor 
Review, LII [1941], 1356). See also Slichter, “Con- 
trolling the Quality of Work,” op. cit., pp. 177-79- 
Union control over company policy may sometimes 
be achieved outside the framework of the col- 
lective bargaining process—a certain prelimi- 
nary step to its inclusion within the bargaining 
process. Thus the Fifth Avenue Coach Company, 
in its Study Relative to Demands Made by the Trans- 
port Workers Union of Greater New Y ork (New York, 
1941), p. 32, charged: “The regulation of service is a 
matter which must remain wholly within the dis- 
cretion of management. On the other hand, manage- 
ment is always ready to consider any and all griev- 
ances in respect to working conditions arising out 
of such regulation. However, there have been many 
cases in which drivers and conductors have told 
Supervisors that they have received instructions 
from Transport Workers Union headquarters, 
some mentioning Mr. Kearns by name, that they 
were not to take on standees. There is a feeling, 
apparently growing among the personnel that, in 


the product or service,** the quantity of 
production,** the advertising methods, 
the sales and distribution policy,” and 


matters such as these, they are to look to the Union 
for instruction rather than to the officials of the 
Company.” 

38 As in negotiations between the Journeymen 
Barbers and the Master Barbers. Cf., too, “Union- 
Management Cooperation,” Monthly Labor Review, 
LIT (1941), 1358: “In the men’s clothing industry, 
the Amalgamated Clothing Workers . . . . has sent its 
technical experts into various plants to renovate 
managerial practices and advise employers on sales 
and price policies.” In the abortive drive by the 
Anti-trust Division of the Department of Justice to 
prosecute unions indulging in “unquestionable 
violations of the Sherman Act,” Assistant Attorhey- 
General Thurman Arnold mentioned as one type of 
union activity he sought to eliminate, “unreasonable 
restraints designed to enforce illegally fixed prices. 
An example of this activity is found in the Chicago 
milk case, where a labor union is charged with com- 
bining with distributors and producers to prevent 
milk being brought into Chicago by ns who 
refuse to maintain illegal and fixed prices” (New 
York Times, November 20, 1939). 


39See Slichter, op. cit., pp. 166-76, respecting 
union limitations on output. 


4°The most common example of union inter- 
vention in this field involves the demand for the use 
of the union label. Thus the I.L.G.W.U. pledged 
$100,000 to a promotional campaign in the dress in- 
dustry “on the condition that the tag and label on 
each dress bear the imprint of the International 
label, and that the promotional schemes include the 
union label” (Hochman, op. cit., p. 25). 


4* Meyer Kestnbaum, “A Study in Management 
Prerogatives,”’ Harvard Business Review, XIX 
(1940), 97 (speaking of the A.C.W. and the Hart 
Schaffner & Marx Co.): “The company contends 
that its labor costs are too high. The union alleges 
that the difficulty is not in labor costs but in manu- 
facturing efficiency and merchandising skill. .,., 
The concept that labor has the right to judge the 
skill with which management discharges its functions 
is one which represents a serious challenge to the ac- 
cepted order of things in industry.” 

The suggestion that joint production planning 
gives the union a vital interest in merchandising 
methods is contained in the following statement of 
John P. O’Connell, as secretary and business agent 
of the United Textile Workers of America, Salem, 
Mass., in Union-M anagement C. at Naum- 
keag, by F. Foster Smith, J. P. O’Connell, and Fran- 
cis Goodell (A. F. of L. pamphlet [1930]), p. 13: “If 
there is not now the necessary sales planning to 
give assurance to the employees, this lack should be 
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the policy as to extensions and improve- 
ments,” as well as general labor poli- 
cies.*3 

Nor can such union intervention in 
management fields be readily dismissed 
with the comment that it has occurred 
only in isolated instances and only with 
respect to “‘sick’”’ enterprises. While the 
dangers of extrapolation are great, there 
seem to be grounds for believing that if 
the strength and power of labor unions 
continue to expand in the future as in 
the past there will continue at the same 
time a slow but marked penetration by 
organized labor into the field of manage- 


the major concern in order that the place of Pequot 
in the market may not be injured by the many 
powerful changing elements in the field of distribu- 
tion—the increasing chain-store development, the 
general dissatisfaction with and review of present 
sales methods, the introduction of new basic fabric 
and intensive study of product desig": ”’ 

See also “Union-Management Cooperation,” 
Monthly Labor Review, LII (1941), 1357-59, under 
“Comprehensive Programs for Improvement of 
Business.” 

The union may also exercise control over the 
sales and distribution policy by securing a ban on 
sales to nonunion companies. Note the following 
provision in the 1941 agreement between the Boston 
Coat and Suit Manufacturers Association and the 
LL.G.W.U.: “If the Employer is doing part of his 
work or all of his work for jobbers or manufacturers 
or both, in this case the Employer agrees not to 
make any work for or sell garments to any jobber or 
manufacturer that does not have any contract with 
the Union.” 


# An excellent example of union intervention in 
this field is provided by the full-fashioned hosiery 
industry, where in 1936 the union accepted a cut in 
wages for its members upon the understanding that 
the employers would embark upon a “rehabilita- 
tion’”’ program. Clauses providing for the effectua- 
tion of this program were written into the Supple- 
mentary Agreements. See also “Union-Management 
Co-operation,” Monthly Labor Review, LIT (1941), 
1356. 

43 Involving the traditional subjects of collective 
bargaining, such as wages, hours, dismissals, over- 
time and emergency work, pay period, manner of 
wage payment, shifts, apprentices and learners, 
deductions from wages, membership in unions, 
methods of bargaining, seniority, stretch-outs, con- 
ditions of work, health, sanitation. 
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ment prerogatives. The growth of collec- 
tive bargaining—the mechanism for 
worker control in industry—will itself 
facilitate this movement. In particular, 
its spread throughout the mass-produc- 
tion industries may be expected to re- 
sult in agreements fully as startling and 
quite as significant as the acceptance by 
the Ford Motor Company of the union 
shop. The criticism of the ability and 
motives of private management which 
was stimulated by the depression of the 
1930’s and by the halting ,organization 
of the war-production program in the 
1940’s has provided an incentive for the 
leaders of organized labor to invade the 
field of industry planning.‘* The aura of 
inviolability once thought to surround— 
though never wholly effectively—the 
decisions of private business has been to 
a large extent dispelled by the reform 
programs of the New Deal administra- 
tions and supplanted by a theory of eco- 
nomic planning, a movement which has 
provided fertile soil for such union pro- 
posals as the industry-councils joint- 
management plan of the C.I.0.* Per- 
haps most important, there has been an 
increasing recognition by labor repre- 
sentatives of the impact of all manage- 
ment functions upon a company’s wage 
structure, the traditional subject of col- 
lective bargaining. To implement criti- 
cism of management policies believed to 
have a deterrent effect upon a company’s 
ability to pay wage increases or to sus- 
tain existing wages, unions have been es- 
tablishing research departments for eco- 
nomic analysis and employing the serv- 
ices of industrial engineers. The spread 

44 As notably in the U.A.W. Reuther plan for 
rationalization of the automobile industry, and the 


S.W.O.C. plan for rationalization of the steel indus- 
try, as wartime measures. 


4S For an exposition of this plan by its originator, 
C.L.O. President Philip Murray, see Steel Labor, 
April 18, 1941. 
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of union training schools for the educa- 
tion of younger leaders encourages the 
use of the information which these re- 
search facilities provide.“ 

This penetration by organized labor 
into fields once considered of sole con- 
cern to management means that a self- 
government of business and industry is 
slowly emerging which encompasses not 
only the joint regulation of labor rela- 
tions by the bargaining agents but also 
the joint regulation of the total business 
operation.*7 This process may extend 


46 The present importance of these research and 
training programs should not be overrated, since 
they are for the most part young and limited and 
still untried on any extensive scale and since the 
labor unions as yet have not demonstrated any 
marked ability in their effective use. They are, how- 
ever, potentially of extreme significance. 


47 The managerial function requires authority, 
and the demands of business operation a flexible 
control. The collective bargaining relationship has 
thus far provided the only feasible means of inte- 
grating the union within the business structure 
and allowing management to exercise the authority 
necessary to the operation of an enterprise. It has 
done this by allowing the union a voice in the de- 
termination of the standards to be observed by 
management, but permitting management freedom 
of discretion within the framework of those stand- 
ards—that is to say, by permitting management to 
exercise executive and administrative discretion 
within the bounds of the industrial legislation pro- 
vided in the trade-agreement. In the terms of Com- 
mons’ institutional economics, the bargaining trans- 
action precedes the managerial transaction. This 
arrangement will prove workable in the long run, 
however, only in so far as both management and 
organized labor recognize the reciprocal obligation of 
a strict adherence to the terms of their agreement. 
Any subtle attempts on the part of management to 
undermine the authority of the union (which con- 
stitutes, in effect, a second board of divectors), any 
failure on its part to recognize the right of the union 
to full information regarding the operation of the 
business, will inevitably create a feeling of suspicion 
among the workers, which may find expression in 
the form of illegal strikes or unwilling performance 
of job tasks. Similarly, any refusal by organized 
labor to permit management full discretion within 
the terms of the trade-agreement or any attempt on 
its part to extend its rights except through the 
proper procedural channels will provoke distrust by 
management and a greater reluctance to incorporate 
the irresponsible union within the business frame- 
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over a long period of years; it may be in- 
terrupted in the course of its develop- 
ment; but that at the present time it is 
on the way to realization seems fairly 
evident. 

Concurrently with the two develop- . 
ments already noted—the rise of genu- 
ine self-government in business and the 
gradual incursion of organized labor into 
all fields of management discretion—a 
third development is also in process, the 
widening of the area of negotiations. 
This movement finds its most important 
expression in a trend toward industry- 
wide collective bargaining.** The incen- 


work. If organized business wishes to retain the self- 
regulation and autonomy which it enjoys to a large 
degree, the bargaining parties must establish a form 
of self-government which will permit the peaceful 
solution of the increasing problems inevitably fol- 
lowing in the wake of union penetration into all 
fields of management discretion. 

In passing, it may be noted that in this extension 
of collective bargaining into all fields of activity of 
the enterprise lies the primary distinction between 
collective bargaining in private industry and col- 
lective bargaining in the government. While in the 
latter sphere organized workers may be given the 
right to collaborate with respect to working con- 
ditions, it is obviously impossible to accord them 
any rights with respect to the joint determination 
of broader fields of management—that is, govern- 
ment—determination. 


48 An interesting and valuable study might well 
be made of the trend from local to national or in- 
dustrial bargaining. Cf. Selig Perlman, “Trade 
Agreements,” Encyclopedia of the Social Sciences, 
XIV (1935), 667: “ Historically the development has 
been from local agreements covering a single craft 
to those which, if not necessarily national in scope, 
are at least limited by the standards of the national 
or international unions.” For a brief summary of 
this trend in the United States, consult David A. 
McCabe, Notes on Collective Bargaining (Princeton, 
1939), Pp. 4-31. (Mimeographed.) The same de- 
velopment was noted earlier in Great Britain. See 
J. R. Hicks, “Early History of Industrial Concilia- 
tion,” Economica, X (1930), 25-39, esp. 25-26, 
where he notes three stages in the evolution of col- 
lective bargaining machinery, beginning with local 
negotiations, followed by “rudimentary forms of 
general negotiations used mainly as a court of ap- 
peals from the localities,” and, lastly, national ne- 
gotiations, which draw authority away from the 
localities, concentrating the agreement-making 
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tive to establish such industry-wide or- 
ganization lies in the desire on the part 
of both the union and organized employ- 
ers to eliminate any competitive advan- 
tage that the unorganized employers 
may hold, such as a cost differential 
arising from the payment of nonunion 
wages, which acts as a threat to the se- 
curity of the union and the economic 
security of its members.‘? An additional 
motive from the union’s viewpoint is 
that industry organization makes easier 
the securing of an advantage which even 
in a well-organized field would be detri- 
mental to the competitive position of any 
individual employer were he alone to 
grant it. 

With well-established industry-wide 
conferences, such as those found in the 
coal, flint-glass, botile-manufacturing, 
and pottery industries, as the nucleus 
for this movement, there is an increasing 
tendency for local negotiations to ex- 
pand into city-wide or regional negotia- 
tions and for such area negotiations to 
graduate into industry conferences. This 
has been true in recent years, for ex- 
ample, in the railroad, men’s-clothing, 
and retail meat industries.*° In other 


power in the hands of national officials. Note Report 
of the Commission on Industrial Relations in Great 
Britain (U.S. Department of Labor, 1938), p. 4. 
The Whitley Councils plan did much to further col- 
lective bargaining by industries in Great Britain 
(see John B. Seymour, The Whitley Councils Scheme 
[London, -4932]). Though applied in the United 
States only in the form of sec. 7(b) of N.LR.A., 
the extension of a collective agreement to apply to 
an entire industry has provided encouragement 
to genuine industrial negotiations (cf. Ludwig 
Hamburger, “The Extension of Collective Agree- 
ments To Cover Entire Trades and Industries,” 
International Labor Review, XL [1939], 153-04). 

In the United States, industry- or trade-wide col- 
lective bargaining has not been general (see ‘“‘Col- 
lective Bargaining with Employers’ Associations,” 
Monthly Labor Review, XLIX [1939], 302-5). The 
trend in this direction is apparent, however. 

# Cf. S. H. Slichter, “Changing Character of 
American Industrial Relations,” American Economic 
Review, Suppl., March, 1939, p. 127, esp. n. 15. 
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industries, such as steel and flat glass, 
contract leadership prevails, with the re- 
sult that the agreement negotiated be- 
tween the union and the industry leader 
sets the pattern for the entire industry." 
The formation of the C.1.0., with its em- 
phasis upon the industrial form of organ- 
ization, has provided an impetus to this 
movement. It is not surprising to find 


5° The railway brotherhoods’ negotiations, al- 
though initiated by systems, have been largely con- 
ducted on a national scale since 1932. The Amalga- 
mated Clothing Workers undertook national negoti- 
ations in 1937. The National Association of Retail 
Meat Dealers and the Amalgamated Meat Cutters 
and Butcher Workmen now negotiate uniform con- 
ditions, except for wages, for thirty thousand retail 
meat dealers, whereas negotiations involving this 
union have in the past been most frequently on a 
city-wide basis. 

Even if actual area or industry collective bar- 
gairiing is not established, the trend toward these is 
evident in such union provisions as that terms ne- 
gotiated with an employers’ association must ap- 
ply to all individual employers with whom the union 
contracts in a given area, or that unions while 
bargaining separately shall co-ordinate their bar- 
gaining efforts (cf. Comstiiution of Wood, Wire and 
Metal Lathers’ International Union (1939), sec. 102). 
The unions’ frequent insistence upon basing their 
wage demands on comparative wage data rather 
than upon the profit position of a company, indi- 
cates an industry-mindedness, as also does their de- 
mand that wage increases be based upon the profit 
position of an industry rather than the individual 
companies composing it (cf. National Agreement by 
and between Full-fashioned Hosiery Manufacturers of 
America and American Federation of Full-fashioned 
Hosiery Workers [1931-32], Art. H, sec. 6). Similarly, 
from the employers’ side, even though bargaining be 
done individually, industry stands on specific 
issues may be made, as has been true in the American 
Newspaper Publishers’ Association (Report of the 
Special Standing Committee [1938-39]): ‘‘The only 
point on which a united position has been taken by 
a majority of publishers was the agreement that 
the closed shop should be opposed in news and edi- 
torial departments.” 


5" In the steel industry the Carnegie-Illinois con- 
tract sets the pattern, while in the flat-glass indus- 
try the jointly negotiated agreement with the Pitts- 
burgh Plate Glass and Libbey-Owens-Ford com- 
panies performs the same function. 


5? The attitude of the C.1.0. unions is expressed 
in the industry-councils plan advanced by President 
Philip Murray. His position is stated in Steel Labor, 
April 18, 1941, p. 11: “Modern labor relations are 
an integral part of industry planning. Such rela- 
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a high C.1.0. official predicting that the 
future will see the spread of collective 
bargaining relationships in which local 
unions will negotiate with local plants 
and national unions or federated locals 
will negotiate with national companies, 
to reach agreements supplementing an 
industry-wide contract emanating from 
a joint industry council.* 

If these three trends are correlated— 
the rise of self-government in business, 
the extension of union control into all 
fields of managerial discretion, and the 
expansion of the area of negotiations in- 
to industry-wide collective bargaining— 
there emerges the suggestion of a pat- 
tern of industrial organization resem- 
bling a loose system of industrial corpo- 
ratism. The realization of such a system 
may be a slow process, its outlines may 
not be precisely drawn, and it is unlike- 
ly that it will be achieved by simultane- 
ously equivalent progress in all indus- 
tries. It is likely to find its first expres- 
sion in the dress-manufacturing indus- 
try, largely concentrated in the greater 
New York area, an industry whose N.R.- 
A. code, the result of the collaboration of 
organized employers and organized 
workers, provides the clearest example 


tions encompassed in collective bargaining, are 
inevitably directed towards industry-wide agree- 
ments. The older collective bargaining relationships, 
as in the coal industry, are already carried on by 
joint conferences of the entire industry. A number of 
the industry problems are closely integrated with 
labor relations.” 


53 Within each level of organization, says this 
official, the union must be conceded the right to bar- 
gain respecting all functions of management, includ- 
ing determination of the production policy, the sales 
policy, the price’ policy, and the financial policy. 
This bargain would result in a trade-agreement with- 
in the framework of which management would be 
free to operate (interview, October 7, 1941). 

This hierarchical form of industrial organization 
frequently is found in Great Britain (Report of the 
Commission on Industrial Relations in Great Britain, 
Pp. 4) and in Sweden (Report of the Commission on 
Industrial Relations ‘in Sweden (U.S. Department 
of Labor, 1938], pp. 4-5). 
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of the form such a system is likely to as- 
sume in its earliest stages.* The men’s- 
clothing industry likewise is well along 
the road to formation of some form ofa 
total industrial organization, while the 
full-fashioned hosiery industry is being 
impeded in this development largely by 
the failure of the organized employers 
and the union to extend the coverage of 
the “national” agreement over the south- 
ern branch of the industry.* In the basic 
industries the movement is in progress in 
coal, steel, and glass. The concentration 
of the automobile and rubber industries, 
each dominated by a compactly located 
trinity of manufacturers, with strong 
and progressive industrial unions present 
in each, lends itself to a sirailar but per- 
haps somewhat later development. In 
the field of transportation the railroad 
industry shows signs of a movement in 


54L. L. Lorwin and A. Wubnig, Labor Relations 
Boards (Washington, 1935), p. 58. 


5s Code of Fair Competition, Dress Manufactur- 
ing Industry, effective November 11, 1933, as con- 
tained in Lewis Mayers (ed.), A Handbook of NRA 
(2d ed.; New York, 1934), pp. 537-49. That the 
spirit of collaboration did not pass with the demise 
of N.R.A. is indicated in the Preamble of the 1941 
agreements in the New York City dress industry: 

“WHEREAS, The parties hereto recognize that em- 
ployers and workers alike have much to gain through 
cooperative effort in stabilizing the industry, in 
providing for its efficient management, in planning 
for improvement therein, in encouraging and effect- 
ing the modernization of production units, in estab- 
lishing conditions that will tend to secure to the 
workers continuity of employment, a fair living 
wage, adequate annual earnings and fair conditions 
of labor, and in providing methods for an equitable 
and peaceful adjustment of all disputes which may 
arise between the parties hereto and their members 
so as to secure uninterrupted operation of work, 


56 One has only to examine the volumes of record- 
ed decisions of the impartial chairman to appreciate 
the extent to which collaboration has been achieved 
in this industry and a mature form of constitutional 
government established. The annual reports of 
Alfred Hoffman, first vice-president and director of 
research of the American Federation of Hosiery 
Workers, indicate the detailed consideration which 
the union is giving to all phases of the economics of 
the industry. 
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the same direction; the maritime indus- 
try gives indication that it may follow;% 
and in truck transportation the area of 
negotiations is rapidly widening to se- 
cure the same result.5* 

That such a “corporative” system will 
actually arise in America is speculative. 
That it is now in the process of develop- 
ment seems less debatable. Some doubt 
of this development may be held by 
those who conceive industrial corpora- 
tism only in terms of systems which have 
had foreign roots. As a tool of fascism, it 
can’t happen here, they will contend. 

Should the budding organized indus- 
try of America ever blossom into full 
flower, however, we may expect that this 
indigenous plant will have its own char- 
acteristics, and we may find that it can 
be made a tool of the democratic as well 
as of the Fascist state. We cannot as- 
sume, but it may prove to be true, that 
the organized industry will open up a 
possibility of industrial democracy which 
will provide a concomitant to the politi- 
cal democracy of the state.’® 

5? The aggressive National Maritime Union is now 
pressing for nation-wide collective bargaining (see 
Report of National Officers to the National Maritime 
Union [1941], pp. 44-45). The Maritime Federation 
of the Pacific is now co-ordinating the activities of 
most major maritime unions on the West Coast. 
For a discussion of the perfecting of self-govern- 
ment in the West Coast maritime industry see Paul 
Eliel, “Labor Peace in Pacific Ports,” Harvard 
Business Review, XIX (1941), 429-37. 

58 Multistate negotiations have been established, 
the largest of which is the Midwest agreement, 
covering twelve interstate trucking lines (see “‘Col- 
lective Bargaining with Employers’ Associations,” 
Monthly Labor Review, XLIX [1939], p. 307). In 
the important New York City trucking industry, 
self-regulation has been furthered by establishment 
of an office of the impartial chairman. As to the 
ability of the powerful Teamsters Union to make its 
voice heard in spheres of management “discretion,” 
see R. A. Lester, Economics of Labor (New York, 
1941), P- 193- 

5® This is not intended as a prediction but rather 
as a speculation. The issues involved are too com- 
plex to be discussed here. It may be briefly noted, 
however, that, in so far as a greater number of 
members of an industry participate in the govern- 
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In the light of this industrial evolu- 
tionary trend, the limited significance 
which frequently has been attached to 
collective bargaining must blush itself 
out of the picture. However, as Leon 
Duguit observed in 1913, the full impli- 
cations of the collective labor agreement 
cannot be appreciated until a trade or 
industry is so effectively organized that 
it is “almost a legally organized body.’ 
Thus, while the remarks below have par- 
ial applicability at the present time, 
their broader and deeper import awaits 
the possible consolidation of organized 
businesses into organized industries. 

The rise of the organized enterprise in 
America has certain effects upon any 
system of government controls over busi- 
nesses “affected with the public inter- 
est.”” Two are here noted. First, it now 
becomes evident that if such government 
controls are to be effective, they must 
operate not only upon the legal corpora- 
tion, or only upon the legal corporation 
and the union as separate autonomous 
organizations, but upon the organized 


ment of that industry and in so far as the basis for 
economic policy formation is thus broadened, demo- 
cratic purposes may be served by the organized 
industry. On the other hand, in the absence of a 
defined responsibility on the part of the leaders of 
the organized industry—responsibility to the gen- 
eral public, to the government, to the consumers, to 
the workers, and to the owners—the organized in- 
dustry may prove a dictatorial device. 

It is to be emphasized that the organized in- 
dustry is not here presented as a tool either of de- 
mocracy or of fascism. Under differing circumstances 
it may prove to be either. The only point being made 
—a point which it is not possible to argue within 
the space of this article—is that there is no reason 
to assume a priori that if organized industries arise 
in this country they are necessarily opposed in prin- 
ciple to the democratic state (see J. J. Robbins, The 
Politics of Labor Relations in Sweden (Chapel Hill, 
1942], p. 5; Louis L. Jaffe, “Lawmaking by Private 
Groups,” Harvard Law Review, XLI [1937], 201-53; 
esp. 212 and 253; C. P. Malick, Labor Policy under 
Democracy {[Boulder, Colorado, 1939], p. 127). 


6° Law in the Modern State (1913), translated into 
English by Frida and Harold Laski (New York, 
1919), Pp. 121. 
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enterprise, which alone is responsible for 
production. Since the organized enter- 
prise is founded upon the collective bar- 
gaining relationship, any controls over 
“organized businesses affected with the 
public interest” must operate upon the 
bargaining relationship.” 

Second, to the extent that the opera- 
tion of an organized enterprise is deemed 
vital to the public interest, to the extent, 
therefore, that public controls are estab- 
lished to maintain the continuity of the 
bargaining relationship on which it rests 
—to that extent the traditional concept 
of freedom of contract must be further 
modified; for under these circumstances 
the state is seeking to compel the conti- 
nuity of industrial governments whose 
existence rests upon a contractual rela- 
tionship. It is therefore seeking to deny 
freedom not to contract. 

In the system of relative laissez faire 
by which much of our social thinking is 
still conditioned, freedom not to contract 
was considered concomitant with free- 
dom to contract. However, freedom not 
to contract may have to be hedged when 
the contract is the basis of an industrial 
government charged with the public in- 
terest. More realistically, in a society in 
which autonomous groups—infrastate 
governments like organized enterprises— 
are permitted to exercise important pub- 
lic functions, it may prove difficult to ac- 
cept their freedom mof to govern as a 


* The nature of state intervention in the affairs 
of organized groups calls for thoughtful examination. 
If any large-scale curtailment of group autonomy is 
attempted, state domination may threaten demo- 
cratic foundations. On the other hand, group 
autonomy cannot be permitted such scope that it 
may undermine the legitimate rights and interests of 
other groups or individuals. It is suggested here 
without amplification that in balancing these two 
important considerations, an emphasis on procedural 
requirements may help to provide a healthy solu- 
tion. This is not to say, however, that standards of 
policy determination may not be found necessary 
in given situations. 


Itt 


necessary corollary of their freedom to 
govern. Breakdowns in such important 
“governmental” spheres may prove in- 
tolerable. In this situation the negative 
solution of antistrike acts may be tried, 
but its success is likely to be limited. A 
more positive approach would seek to 
improve and assist the functions of these 
important public bodies in an effort to 
prevent any breakdown from emerging. 

This discussion is by no means intend- 
ed to exhaust the subject of the controls 
necessarily or desirably to be exercised 
by the state over group-governments 
operating within its framework. Only a 
few of the broader problems introduced 
by the developing system of organized 
industries have here been touched upon. 

Nor is there any intent in the fore- 
going discussion to indorse or to con- 
demn an industrial system modeled on 
the lines envisioned here. Open-minded- 
ness is called for in evaluating the or- 
ganized industry on the balance sheet of 
the democratic society. With proper con- 
trols, it may prove an asset. In the ab- 
sence of proper controls, or with faulty 
regulation, it may prove a liability. 

Four important relationships must be 
kept in mind in considering the regula- 
tory requirements of a society of organ- 
ized industries, if such a society should 
emerge in the United States: (1) the re- 
lationship of the individual to the group- 
government; (2) the relationship of the 
individual to the state; (3) the relation- 
ship of one group-government to other 
group-governments; and (4) the rela- 
tionship of the group-government to the 
state. It is only upon an evaluation of 
the nature of these four relationships at 
a given historical moment that organized 
business in America may be properly ap- 
praised as a system of industrial govern- 
ment. 


Wasuincton, D.C. 
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term “entrepreneur” as ordi- 
narily employed in economic liter- 
ature is a holdover from the classi- 
cal era of political economy, when indi- 
vidual proprietorships and partnerships 
were predominant and when those who 
possessed the ownership equities in cor- 
porations were supposed to exercise effec- 
tive decision-making power. Now, in its 
customary definitions, it fits neither the 
requirements of modern theory nor the 
historical pattern marked by concentra- 
tions of. power in government, labor 
groups, and officers of the firm. A revi- 
sion of the concept is appropriate. Re- 
cent discussion has emphasized the im- 
portance of this fact; current usage of the 
term is unsettled, although its definition 
and the considerations underlying choice 
of a definition are vital both to an accu- 
rate account of the structure and func- 
tioning of an economy and to research in 
economic history." 

Accordingly, this paper is an argu- 
ment to advance the proposition that the 
firm is the entrepreneur. In order to sup- 
port this proposition, traditional defini- 
tions must be examined and the reasons 
for rejecting them made clear. Further- 
more, the nature of the firm must be ex- 
plained, the significance -of its decision- 
making organization emphasized, and 
the roles of those functionaries having re- 
lations with the firm orientated. The en- 


* Arthur H. Cole, “Entrepreneurship as an Area 
of Research,” in The Tasks of Economic History (sup- 
plement to the Journal of Economic History, Decem- 
ber, 1942 [New York, 1942]), pp. 118-26; Frank H. 
Knight, “Profit and. Entrepreneurial Functions,” 
ibid., pp. 126-32; J..M. Clark, “Relations of History 
and Theory,” ibid., pp. 132-42; George Herbert 
Evans, Jr., “A Theory of Entrepreneurship,” édid., 
pp. 142-46. 


suing analysis is in consideration of these 
requirements. With respect to the propo- 
sition that the firm is the entrepreneur, 
it must be set forth at the beginning that 
the entity known subsequently as the firm 
is taken as a real institution. As such the 
firm exisis apart from the individuals 
who compose its decision-making organ- 
ization, but it does not function apart 
from them. Thus the entity is not a fic- 
tion; it is a fact.? 


I 


Proceeding with the intention of de- 
limiting a certain function or group of 
functions undertaken by a class of indi- 
viduals (i.e., by the so-called ‘“entrepre- 
neurs’”’), economists are not in agree- 
ment as to the unique role associated 
therewith. In general, the familiar defini- 
tions are either historical (pertaining to 
an individual typical of a given time and 
place) or formal (pertaining to an indi- 
vidual undertaking a specified responsi- 
bility through the medium of the firm, 
regardless of the structure of the econ- 
omy). The historical definition, culmi- 
nating in the notion of the captain of in- 
dustry,’ evidently is suited to a typical 
phenomenon of business but one that has 
come to have limited historical signifi- 


2 Institutions, like the Congress, the university, 
and the church, are frequently understood as nou- 
mena, in a manner substantially the same as that 
proposed relative to the firm. People are cognizant 
of their existence as entities apart from the individu- 
als who compose their functional organizations at a 
given date. 


3 Cf. Helen Wright, “Captain of Industry,” En- 
cyclopaedia of the Social Sciences, III, 216-20; Wer- 
ner Sombart, “Capitalism,” ibid., III, 201-5; John 
Stuart Mill, Principles of Political Economy (Ashley 
ed.; London, 1909), p. 406. 
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cance with the recent development of 
corporative firms, both private and pub- 
lic. In this sense, the entrepreneur is a 
character of economic history. The for- 
mal definition, designed to specify a pe- 
culiar agent of production, is in consider- 
ation of one or the other, or both, of 
two fundamental responsibilities: the 
assumption of risk and the assumption 
of management. In this sense, the entre- 
preneur is a character of economic theo- 
ry. It is with this definition that the sub- 
sequent comments are concerned. 

The English classical economists and 
Marshall, though not making the con- 
venient distinction between historical 
and formal definition, regarded the en- 
trepreneur as the individual who, as pri- 
mary financier of the firm (typically, an 
individual proprietorship), must choose 
the opportunity for employment of re- 
sources and for establishment of the 
creditor equity (in event of credit financ- 
ing). Moreover, and basically, they re- 
garded him as the proprietary capitalist- 
manager, jointly the risk-bearer and (at 
least) the decision-maker, whether alone 
in the firm or with others of his kind.‘ 
But their discussions of risk were defi- 
cient in analysis of the concept itself’ and 


4 Alfred Marshall, Principles of Economics (8th 
ed.; London, 1920), pp. 293-304, 357-58, 589-91, 
596-603, 612-23, 745-47; Mill, op. cit., pp. 405-7. I 
have used the word “proprietary” to refer to the 
characteristic of possession of title to the commodity 
resulting from employment of productive resources. 
Many economists consider this characteristic as an 
attribute of the entrepreneur as an individual; but 
such a point of view, while consistent with the older 
assumption that the firm is a collection of individual 
investors dominated by the owners, is contrary to 
the newer assumption that the firm is an entity dis- 
tinct from the possessors of equities in it (cf. W. A. 
Paton and A. C. Littleton, An Introduction to Corpo- 
rate Accounting Standards (Chicago, 1940], pp. 7-i1). 


SI shall here use the term “risk” in an eclectic 
sense: the liability (or state of exposure) to a speci- 
fied loss, the contingency of the loss being measur- 
able or unmeasurable. This provides a comprehen- 
sive frame of reference for analyzing a particular 
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were not integrated to make evident the 
fact that the assumption of risk is a re- 
sponsibility undertaken generally by all 
supply functionaries in the employment 
of economic resources and in the posses- 
sion of equities. Their discussions of 
management were also defective, owing 
to the absence of a thorough treatment 
of the function of control, especially in 
regard to its relation to supervision, co- 
ordination, and decision-making in view 
of uncertainty. The entrepreneur was 
supposed to exercise control because of 
the power derived from his position in 
the ownership of the firm. Consequently, 
all possessors of the ownership equity 
must come within the scope of the entre- 
preneurial concept, which can be general- 
ly valid only if all members participate in 
the basic responsibilities believed to sub- 
stantiate it. However, in view of this re- 
quirement, a hiatus is evident in the 
classical definition of the entrepreneur, 
for the possessor of a share of the owner- 
ship equity, especially under the joint- 
stock principle, though exercising the re- 
sponsibility of assumption of risk, may 
have a very tenuous relationship to the 
managerial function. 

Whatever the reasons for change in 
definitions, the main current of thought 
bifurcated. Say, Walker, J. B. Clark, and 
Schumpeter were instrumental in empha- 
sizing and refining definitions of the en- 
trepreneur based upon the managerial 
function.® On the other hand, Hawley and 


case involving an uncertain event and associated 
contingencies as to its occurrence, error of judgment, 
and resulting losses. 

6 The proprietary manager: J.-B. Say, A Treatise 
on Political Economy, trans. C. R. Prinsep (4th ed.; 
Philadelphia, 1853), pp. 79-85, 296-97, 314-18, 329- 
32. The proprietary organizer, planner, and chief ex- 
ecutive of industrial operations: Francis A. Walker, 
Political Economy (3d ed.; New York, 1887), pp. 60- 
61, 73-77, 173-74, 188, 232-45, 279-82, 348, 387-88. 
The proprietary co-ordinator and supreme decision- 
maker under “dynamic conditions”: John B. Clark, 
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Knight worked toward establishing the 
coherency underlying risk-bearing and 
management—in effect, to close the clas- 
sical hiatus by relating risk-bearing to 
control.? There are, however, cogent rea- 
sons for questioning the adequacy of 
these concepts. 

Relative to the various definitions, 
each of which asserts a unique entrepre- 
neurial role, it is essential to test the va- 
lidity of segregating in one class the so- 
called “entrepreneurs.”’ Is the supposi- 
tion correct that these functionaries as- 
sume certain responsibilities either pri- 
marily or exclusively? In order to facili- 
tate this purpose, the classical definition 
must be subjected to examination. Since 
the revisions of the classical definition 
are different only in refinement of the 
fundamental elements of the latter, they 
may be analyzed concurrently. 

Although it is the property of the firm 
that is immediately subject to risk in 
consequence of the firm’s obligations, the 
possessors, or the possessor, of the owner- 
ship equity are often considered to be 
specialists in risk-bearing. For, while the 
risks of other groups are more remote, 
theirs is primary in regard to their equity 
and income and may be in regard to their 
property and income not directly in- 
volved in the firm. Thus defined, the en- 
trepreneurial role reflects the responsibil- 
ity of provisional guaranty of the equities, 
resources, and contractual remunera- 


Essentials of Economic Theory (New York, 1907), pp. 
83-90, 117-24, 155-58. The functionary introducing 
new combinations of productive factors: Joseph A. 
Schumpeter, The Theory of Economic Development, 
trans. Redvers Opie (Cambridge, Mass., 1934), pp. 
19-22, 61 n., 65-94, 102, 128-56. 

7 The proprietary (or, more generally, factor- 
owning) risk-taker: Frederick B. Hawley, Enterprise 
and the Productive Process (New York, 1907), pp. 9- 
15, §7-67, QO-101, 106-59, 175, 214-15, 257-59, 272- 
81, 306-51. The responsible guarantor of contractual 
obligations and selector of managerial decision- 
makers: Frank H. Knight, Risk, Uncertainty, and 
Profit (Boston, 1921; “London School Reprints of 
Scarce Works,” No. 16), pp. 233-312. 
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tions of others. Any risk which includes 
this responsibility is a primary risk. 
However, the qualifications that need to 
be made are sufficient to dissolve the no- 
tion of a universally primary risk borne 
uniquely by the specified group. These 
are the qualifications. (1) In the event of 
high principles of ethics or trust, private 
or governmental, or in the event of suit- 
able organization, perhaps forceful, the 
responsibility of guaranty might not be 
required. (2) The possessors, or the pos- 
sessor, of the ownership equity might 
share this responsibility with under- 
writers of some kind, or the latter might 
assume complete responsibility. (3) The 
risk assumed by the possessors, or the 
possessor, of the ownership equity is not 
primary to many of the risks assumed by 
other groups; and, when it is primary, 
owing to the possibilities of inadequacy 
and subterfuge, the adjective ‘‘provision- 
al” may, on occasion, not mean very 
much. (4) The ownership equity is often 
characterized by gradations of responsi- 
bility for the guaranty, with certain 
grades more remote than others, and the 
creditor equity, also often characterized 
by similar gradations, may differ from 
the former as a matter of degree. This is 
illustrated by the range of equities in the 
corporation. (5) A further complication 
of the whole subject develops when the 
responsibility is a governmental burden. 
In view of these qualifications, the con- 
clusion must be that the concept of a pri- 
mary risk is not a unified one and that 
other groups may share the responsibili- 
ty of provisionally guaranteeing certain 
obligations of the firm despite the more 
remote positions of their risks. That the 
risk-bearing of the possessors, or the pos- 
sessor, of the ownership equity cannot be 
recognized as of a unique class is rein- 
forced by (6) the observation that the 
risk associated with the creditor equity 
in one firm may be preferred to the risk 
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associated with the ownership equity in 
another firm. 

It appears, then, that if risk-bearing 
reflecting the responsibility of provision- 
al guaranty must be considered an inte- 
gral part of the entrepreneurial role, de- 
spite the inability to associate it only 
with the risk-bearing of the possessors, 
or the possessor, of the ownership equi- 
ty, two alternatives are present: (1) to 
broaden the scope of functionaries un- 
dertaking the entrepreneurial role or (2) 
to save the classical definition by modi- 
fying it in accordance with other doc- 
trines purporting to meet the objections 
outlined. The first alternative must be 
abandoned, for that would result in am- 
biguous identification of the function- 
aries. The flow of productive services, 
relative to technical constituents of the 
plant, depends, except as limited by ex- 
isting obligations, upon the willingness 
(not necessarily voluntary) of certain 


ownership groups, that is, of laborers 
(considered here as owning themselves), 
owners of capital resources, and posses- 
sors of equities. These agents, who as- 
sume the responsibility of relations with 
the firm to the end of implementing the 
supplies of factors of production, may be 


designated as “supply functionaries”; 
they are not factors of production. The 
assumption of risk, basic to their owner- 
ship status, may involve numerous types 
of liability to loss, among the significant 
sources of which is the choice of one em- 
ployment over alternatives. It is tautologi- 
cal, and indeed misleading, to assert that 
these agents are also entrepreneurs to 
the extent that they are risk-bearers. 
Risk-bearing is a substantial element 
of the role of the supply functionary, 
whether laborer, owner of capital re- 
sources, or possessor of an equity share. 
Consequently, the second alternative 
presents itself. But an evaluation must 
await the subsequent discussion of the 
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managerial function, because certain 
arguments of significance there are in- 
tended to bolster the classical definition. 

Tentatively, the managerial function 
may be considered as involving super- 
vision, co-ordination, and decision-mak- 
ing in view of uncertainty, although 
these components are difficult to sepa- 
rate.* The classical definition makes the 
possessors, or the possessor, of the own- 
ership equity primary in undertaking 
these responsibilities, although a reason- 
able interpretation of this view would 
seem to limit the function in many cases 
to a final, effective control. Nevertheless, 
as pointed out before, these function- 
aries often appear to be exempted from 
the control function, notably in many in- 
stances of the modern corporation. When 
that is the circumstance, the problem 
arises whether such individuals are en- 
trepreneurs under the classical definition. 

The symmetry of the classical defini- 
tion may be said to have been established 
by Knight, who has defined the function 
of ultimate control (or ultimate manage- 
ment) as that of selecting men to make 
the decisions required in the conduct of 
the firm.’ It is a function granted to 
those exercising it because they are pro- 
visional guarantors of the equities, re- 
sources, and contractual remunerations 
of others.’* Accordingly, the exemption 
of various possessors of the ownership 
equity from the managerial function 
would be held to be fallacious, for they 
would participate in the selection of 
hired executives, at least through ex- 

8 Cf. Nicholas Kaldor, “The Equilibrium of the 
Firm,” Economic Journal, XLIV (1934), 67-70; Aus- 
tin Robinson, “The Problem of Management and 
the Size of Firms,” Economic Journal, XLIV (1934), 
248-55; P. Sargant Florence, “The Problem of Man- 
agement and the Size of Firms: A Reply,” Economic 
Journal, XLIV (1934), 726-29; George J. Stigler, 
Production and Distribution Theories (New York, 
1941), pp. 385-87. 

9 Op. cit., pp. 291-302. 

** [bid., pp. 270, 277-78, 299, 355-56. 
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ercise of legal voice in the affairs of the 
firm (as in the election of directors) or 
through tacit submission to the selection 
made by others (as indicated by the de- 
cision to possess the equity share and to 
perform no office). 

Knight, however, in not limiting the 
function of undertaking provisional guar- 
anty to the possessors, or the possessor, 
of the ownership equity (and in some 
cases excluding them altogether), has set 
up a broader class of entrepreneurs: the 
responsible directors, or the provisional 
guarantors, whoever they may be, that 
exercise the function of ultimate control. 
Thus, the class of entrepreneurs would 
include either (1) those who give under 
contract a provisional guaranty of the 
equities, resources, and remunerations 
of others or (2) those who participate in 
the selection of hired executives through 
an effective consultatory jurisdiction or 
only through the tacit submission in- 
volved in the decision to possess an equi- 
ty or to employ resources.” 

The English classical economists did 
not attempt to separate labor activity 
and entrepreneurial activity. In associat- 
ing the entrepreneurial role with the 
function of responsible direction, Knight 
has emphasized such a separation.” On 

1 Tbid., pp. 300-302, 304, 349-50. If the class of 
entrepreneurs is broadened to conform to the second 
interpretation, the relation between responsibility 
and ultimate control or direction becomes thinner, 
to the point at which responsibility involves risk- 
bearing generally, rather than provisional guaranty 
under contract. Knight’s exposition admits of either 
interpretation, because it is not clear as to the exact 
nature of the responsibility required before respon- 
sible direction, rather than direction alone, is pres- 
ent. 

"2 According to Knight’s theory, the primary 
function in management is the selection of men to 
render the decisions required in the conduct of the 
firm, and the primary structure of the decision-mak- 
ing organization is a hierarchy of functionaries in 
which those of each level, relative to that below, se- 
lect men and evaluate their abilities, and, relative to 
that above, are selected and have their abilities eval- 
uated. Therefore, each functionary leaves the con- 
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the other hand, Say, Walker, Clark, and 
Schumpeter have defined the entrepre- 
neurial role in terms of particular types 
of entrepreneurial labor. The last, as 
noted before, has asserted the proposi- 
tion that the fundamental feature of 
management is the introduction of new 
combinations of productive factors. Ac- 
cordingly, the crucial decision is sup- 
posed to be the decision to effect such in- 
troduction. 

Consequently, it appears that if man- 
agement reflecting the responsibility of 
making crucial decisions, whether by the 
so-called “responsible directors” or by 
other significant functionaries, must be 
considered an integral part of the entre- 
preneurial role, several alternatives mer- 
it examination: (1) to save the classical 
definition (as supplemented by Knight) 
by viewing it as setting’ forth a standard 
type, though subject to deviations for 
which account is necessary; (2) to de- 
limit the scope of functionaries under- 
taking the entrepreneurial role, in order 
to conform to one of the revised classical 
definitions; or (3) to propose a new con- 
cept of the entrepreneur that will place 
in proper perspective the functions as- 
sociated with both risk-bearing and 
management. The subsequent argument 
follows the third alternative, in conform- 
ity with the opinion that, although 
Knight’s solution of the problem of con- 


sequences of his activity to his selector; responsibili- 
ty is continually shifted to a higher level, until it fi- 
nally rests with the controlling functionaries or func- 
tionary, the guarantors, or the guarantor, of the 
equities, resources, and contractual remunerations 
of other groups, who ultimately decide on the selec- 
tion of personnel and thus direct the firm. The latter 
decision is crucial, and the activities of all subordi- 
nates, whether in decision-making concerned with 
the selection of men or in decision-making concerned 
with problems of general co-ordination within the re- 
spective jurisdictional limits, are of a routine nature 
(cf. Knight, of. cit., pp. 267-70, 276-77, 291-302, 
309). However, an incidental, and contrary, view of 
decision-making is also stated (ibid., pp. 358-s9)- 
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trol is logically correct, it is neither the 
only solution nor one that is sufficiently 
relevant by the. criterion of correspond- 
ence to the data of experience. 


II 


Under the traditional concepts of the 
entrepreneur, that functionary was re- 
garded as exercising his responsibilities 
through the medium of the firm. Thus, 
the firm would lose much of its signifi- 
cance as a functional entity. The frame 
of reference in treating of the vast sub- 
ject of enterprise would be a class of 
agents considered to have primacy either 
in meeting the risks involved in produc- 
tion or in undertaking in some manner 
the crucial decision-making which rules 
production, or else primacy in these ac- 
tivities jointly. On the other hand, if the 
frame of reference is the firm, an entity 
operating through the medium of various 
functionaries having heterogeneous re- 
sponsibilities and relationships to it, the 
exposition would be consistent with the 
significant facts of experience, which are 
contrary to the concept of a unique class 
having primacy in undertaking the func- 
tion of risk-bearing or that of manage- 
ment. It would also be consistent with 
the point of view that the entrepreneuri- 
al role should be described in a manner 
to locate, relative to specific problems, 
the effective authorities in management 
and to integrate in relation to these au- 
thorities the structure for meeting risk. 
Thereby the treatment of enterprise 
would take on a realism, symmetry, and 
clarity not found when the main intro- 
duction to the subject is by way of a 
class of individual functionaries. The ba- 
sic proposition of this revision is that the 
firm is the entrepreneur and that the cen- 
tral relationships of entrepreneurship 
are those of decision-making by the firm. 

A fundamental fact of, enterprise is 
that decision-making in the firm condi- 
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tions risk, since the liability is directly 
affected by errors in managerial judg- 
ment. The decision-making organization 
of the firm, which assumes active risk- 
taking, and the judgments which it ren- 
ders are basic factors shaping both the 
risk-bearing of functionaries having con-~ 
tractual relations with the firm and the 
risk-bearing of the firm itself. Liability 
to the latter as a functional entity is im- 
plied because it possesses assets and re- 
ceives income. But the cruciality of cer- 
tain decisions is not something to be de- 
termined on abstract grounds by means 
of an analysis presuming the universal 
pre-eminence of limited hypotheses; it is 
a matter that depends upon the circum- 
stances and problems of the time and 
place. The focus of analysis cannot be 
diverted from decision-making that oc- 
curs within the jurisdictional spheres of 
the respective functionaries employed in 
the firm, where plans are devised and ad- 
ministered, where new combinations are 
introduced, where much liability to er- 
ror is incurred, and thus where risks are 
directly and significantly conditioned. 
In no empirically important sense are 
these activities routine. Furthermore, 
the nonroutine, crucial significance of 
many types of control decisions must be 
established. Since the classical definition 
(as supplemented by Knight) requires 
criticism from this point of view, it may 
now be examined. 

In the modern economy the structure 
of the firm is highly complex. Two devel- 
opments are basic: (1) the corporation in 
which the roles of ownership and effec- 
tive decision-making are largely sepa- 
rated, in view of the decentralization of 
private possession of the ownership equi- 
ty,"$ and (2) the corporation in which the 
roles of ownership and effective decision- 

"3 Cf. A. A. Berle and G. C. Means, The Modern 


Corporation and Private Property (New York, 1932), 
pp. 1-68. 
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making may be separated, in view of pri- 
vate ownership and governmental regu- 
lation, or are unified, in view of govern- 
mental ownership, regulation, and ad- 
ministration. In regard to the first devel- 
opment, it appears perfunctory to assign 
the possessors of the ownership equity or 
the so-called “provisional guarantors” 
(largely the same group) primacy in ex- 
ercising control on the ground that they 
govern the selection of hired executives, 
at least through exertion of legal voice in 
the affairs of the firm or through tacit 
submission to the selection made by 
others. Substantially, such participation 
may have no appreciable influence on 
either the continuous employment of 
executives or the decision-making which 
occurs within the jurisdictional spheres 
of the various employees. In selecting 
the board of directors, several impor- 
tant types of control have been distin- 
guished :*4 (1) control by means of cen- 
tralization of the ownership equity in 
possession of an individual or small 
group of associated individuals; (2) con- 
trol by means of centralization of a ma- 
jority of the ownership equity carrying 
voting rights; (3) control, without cen- 
tralization of a majority of the owner- 
ship equity carrying voting rights, by 
means of a legal device (as pyramiding, 
a class of the ownership equity carrying 
special voting rights, or a voting trust) 
designed to assemble power to select the 
board of directors; (4) control by means 
of centralization of a minority of the 
ownership equity carrying voting rights, 
implemented by executive officers willing 
to select a favorable proxy committee 
and by the ability to secure enough 
proxies to cast a majority of the votes 
at the periodic election; and (5) control 
by executive officers through possession 
of the proxy machinery, sometimes rein- 


"4 Ibid., pp. 69-90. 
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forced through the use of legal devices 
and other methods. There are further 
types of control, too, e.g., through organ- 
ization of interests associated with the 
creditor equity, through activity of la- 
bor unions, through banking consent not 
to withhold financing, and through ad- 
ministration by governmental agencies. 
Decisions thus made govern the selection 
of men and determine the bounds of jur- 
isdictional spheres within the firm. 
Primacy in exercising the function of 
control cannot be located formally in any 
one class of so-called “entrepreneurs” 
grouped on the basis of some other uni- 
form relation to the firm (as possession 
of the ownership equity or extension 
of provisional guaranty). The circum- 
stances of time and place demand con- 
sideration in locating the controllers and 
deciding upon the importance of their 
decisions. Likewise, decision-making 
within jurisdictional spheres is in the 
face of managerial problems of greater 
or less importance concerning the con- 
duct of the firm. Cruciality of decisions 
is thus a relative matter. Frequently it 
is not fruitful to attempt the location of 
powers of control as a general phenome- 
non, .for in the varied activities and re- 
quirements of the firm primacy in exer- 
cising the function may not exist contin- 
uously but may be distinct for each of 
many situations involving conflict of in- 
terests. Therefore, in view of the evi- 
dence considered, the conclusion is that 
the possessors of the ownership equity 
are not of a unique class having primacy 
in the decision-making of the firm. Fur- 
thermore, the necessity of emphasizing 
the heterogeneity of functionaries and of 
methods in exercising control, as well as 
the necessity of stressing the agents and 
activities in the jurisdictional fields of 
management, if the theoretical introduc- 
tion to enterprise is to be complete, sug- 
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gest that the central relationship of en- 
trepreneurship should be the decision- 
making of the firm. When the firm is 
treated as the entrepreneur, a compre- 
hensive frame of reference is at hand to 
be utilized in examining the details of 
particular cases and in formulating typi- 
cal instances in regard to the function- 
aries and methods involved in the exer- 
cise of the function of management. 
When the second corporate develop- 
ment, reflecting the tremendous influ- 
ence of the governmental role on enter- 
prise in peace and in war, is consfdered, 
the conclusions derived before are rein- 
forced. Even though the corporation be 
under private ownership, governmental 
decisions and pressures, made through 
commissions, other governmental agen- 
cies, and various authorities, may domi- 
nate the policies of the firm in many re- 
spects, possibly to the extent of govern- 
ing the selection of hired executives. 
Ownership and control are amalgamated 
in the public corporation; but this unifi- 
cation is unrecognized in terms of the re- 
sponsibilities of the functionaries sup- 
posed by traditional definitions to have 
primacy in effective decision-making." 
The latter depends upon many variables, 
including legal and extra-legal voice of 
the citizen or the group in affairs of the 
state, machinery and operation of poli- 
tics, governmental custom, and personal 
influence of officials. In view of the het- 
erogeneous institutions of government, 
no unique class of functionaries, through 
translation of its political powers into 
powers relative to the affairs of the firm, 


*s There has been some recognition that the en- 
trepreneurial role need not be undertaken by indi- 
viduals (cf., e.g., Walker, op. cit., pp. 482-83; Mau- 
rice Dobb, “Entrepreneur,” Encyclopaedia of the So- 
cial Sciences, V, 558-60). Furthermore, Marshall ap- 
parently was on the verge of associating the entre- 
preneurial role with the decision-making activity of 
the firm (considered per se, a functional entity) (op. 
cil., pp. 138-39). 
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is primary in exercise of the function of 
control in the public corporation. Its ex- 
ercise is, at most, a matter of typical in- 
stances and, at least, a matter of distinct 
authority in dealing with particular situ- 
ations. There is no uniform pattern of ef- 
fective decision-making. 

To recapitulate previous conclusions 
in respect to the assumption of risk and 
the assumption of management, the facts 
of experience suggest that the responsi- 
bility of risk-bearing generally and of 
provisional guaranteeing particularly are 
not undertaken uniquely by the posses- 
sors, or the possessor, of the ownership 
equity. Furthermore, they suggest that 
the exercise of the function of control 
does not reside in a unique entrepreneuri- 
al role associated therewith. Therefore, 
the classical definition depends for its va- 
lidity upon a clear recognition that it is 
representative only of a standard type: 
the individual possessor of the ownership 
equity or of a share in it undertaking 
through the medium of the firm the re- 
sponsibilities of provisional guaranty (rel- 
ative to risk-bearing) and of control (rel- 
ative to management), regardless of the 
extent to which either is exercised under 
practical conditions. 

However, this definition, setting forth 
the entrepreneur as a standard type, is 
unsuitable for the purpose of theoretical 
analysis. For it does not conform to 
either of these criteria: (1) If a function- 
ary performing a particular role is a 
standard type capable of conversion into 
a fundamental category of theory, that 
functionary must have such dominant 
pragmatic importance that exceptional 
agents in undertaking the same resporsi- 
bilities are neither numerous nor signiu- 
cant. Or, (2) if the standard type is valid, 
it must have such antecedent importance 
logically that it is a first approximation 
to the description of exceptional cases, 





120 


the essential characteristics of which are 
most precisely interpreted as contrasts 
to those of the standard. As the preced- 
ing exposition has indicated, the posses- 
sors, or the possessor, of the ownership 
equity is not the only important agent 
engaged in either risk-bearing or control 
of the activities of the firm. Further- 
more, since the essential characteristics 
of the possessor of the ownership equity 
or of a share in it are, apart from certain 
technical details, identical with those of 
the exceptional functionaries (i.e., with 
the other functionaries also marked as 
risk-bearers or provisional guarantors 
and as crucial decision-makers), the for- 
mer is not of antecedent importance logi- 
cally; all functionaries so related depend 
for their common ground on the same 
characteristics. The description of one is 
not a first approximation to the descrip- 
tion of the remainder. 

It is not only, however, because the 
standard type itself is incapable of con- 
version into a fundamental category of 
theory that the classical definition of the 
entrepreneur is not suitable for the pur- 
pose of theoretical analysis. The irresist- 
ible fact is that an adequate presentation 
of economic principles requires a general 
concept which effectively integrates the 
whole exposition of enterprise—a con- 
cept with ramifications that embrace the 
scope of risk and management in produc- 
tion. Traditionally, the analysis of enter- 
prise has been approached through con- 
sideration of a group of individuals, i.e., 
of so-called “entrepreneurs,” who assume 
certain responsibilities through the medi- 
um of the firm. This latter entity, though 
implicitly integrating the structure for 
undertaking the entrepreneurial role, has 
been, per se, secondary. The point of 
view must be reversed, however. The 
firm is the entrepreneur. The firm, cen- 
tered around its decision-making organ- 
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ization, operates as the functionary in 
undertaking the entrepreneurial role 
through the medium of individuals having 
relations with it. That such a concept of 
the entrepreneur is logically adequate is 
the fundamental proposition of this 
paper. 
III 

Turning now to the definition of the 
entrepreneur proposed by Schumpeter 
and to the different definition proposed 
by Knight, two questions must be 
posed: (1) Is the specified function (re- 
spectively, the introduction of new com- 
binations or the ultimate selection of 
men to make the decisions required in 
the conduct of the firm) pre-eminent in a 
general survey of the workings of the 
economy? (2) Is the suggested class of 
functionaries identified unambiguously, 
in so far as an intreductory pattern of 
the structure of the economy is con- 
cerned? 

As pointed out previously, Knight’s 
definition is inadequate, because the non- 
routine, crucial significance of other 
types of control and decisions is not rec- 


6 Cf. above, nn. 6 and 7. Schumpeter’s definition 
of the entrepreneur is a direct result of his view of 
the mechanism of internal economic development 
(i.e., of change as a phenomenon of discontinuous in- 
troduction of fresh combinations of productive serv- 
ices, involving practical innovations in techniques, 
organization, and markets). This internal develop- 
ment is in contrast to that change which involves, 
per unit of time, a continuous adaptation to incre- 
ments or decrements of data. Furthermore, the theo- 
ry is that such development or occurrence, abstract- 
ed from histerically causative factors which change 
the data—the wants, resources, and technology—is 
purely economic, Although economic life is deter- 
mined by histerical factors (regardless of what they 
are or how they are interpreted), the power of the 
determinants is transmitted by a process and atti- 
tude of initiative that is fundamental per se and is it- 
self change on a different theoretical level. The en- 
trepreneurs are those through whose initiative the 
new combinations are effected (cf. Schumpeter, op. 
cit., pp. 57-66, 79-94, and “The Analysis of Econom- 
ic Change,” Review of Economic Statistics, XVI 
[1935], 2-10). 
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ognized. On the other hand, Schumpe- 
ter’s definition rests on the separability 
of entrepreneurial and other activity, in 
accordance with the proposition that a 
distinctly economic change, per se, is in- 
volved in the choice and introduction of 
new combinations and in the attitude of 
thought which nourishes such choice. 
However, enterprise (decision-making 
and consequent activity by the firm, or 
risk-taking—in contrast to risk-bearing) 
is more than innovation; it is also dealing 
with the variance between the outcome 
of provision for a contingency and the 
anticipated outcome in making the pro- 
vision. For example, the firm must deal 
with frequent employment crises (rela- 
tive to men and materials) that arise in 
the course of adjustment to powers of or- 
ganized groups and government. But, 
whatever might be said about the proper 
scope of activity involved in the process 
of initiative, Schumpeter’s analysis of 
discontinuous innovation is readily fitted 
into the economic framework viewed here 
as the assembly of firms, supply func- 
tionaries, consumers, and government. 
Thus, the functionaries introducing new 
combinations would be, in the main, 
firms (old or new) acting through their 
aggregates of individual members with 
specified powers of decision. Consequent- 
ly, the identity of laborers in the role of 
factors of production or in the role of sup- 
ply functionaries would be preserved. 

With the firm considered as the entre- 
preneur, the introduction to enterprise 
would depend upon a frame of reference 
competent to emphasize the basic re- 
sponsibilities of laborers to yield produc- 
tive services and to initiate and continue 
relations with the firm. Such are the pre- 
eminent functions of laborers in the ini- 
tial broad view of enterprise, in the sense 
that the first order of observation is to 
recognize those functions and function- 
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aries responsible for the continuation of 
production and for the use of productive 
services. It is true that the exposition of 
economic principles must be more fruit- 
ful when the labor category is dissected 
and when those functionaries who are 
the bearers of economic change are segre- 
gated under some nomenclature. But 
such dissection belongs to a subsequent 
order of observation. 

It is ambiguous to assert that specified 
laborers or specified members of owner- 
ship groups are also entrepreneurs to the 
extent that they undertake the particu- 
lar function believed to signify the entre- 
preneurial role. The rendering of man- 
agerial services is the substantial ele- 
ment of the role of certain laborers as 
factors of production, or else (when de- 
cision-making does not involve labor ac- 
tivity) is most accurately considered as 
incidental to or pertaining to the funda- 
mental role of certain supply function- 
aries—laborers (considered here as own- 
ing themselves), owners of capital re- 
sources, and possessors of equities. The 
main function of these latter agents, 
which have relations with the firm, is 
implementation of the supplies of factors 
of production. A secondary function is 
involved when participation in selecting 
hired executives is exercised by those 
who give under contract a provisional 
guaranty or by those who have an effec- 
tive consultatory jurisdiction or who tac- 
itly submit to outside selection by the 
decision to possess an equity or employ 
resources. To identify these supply func- 
tionaries also as entrepreneurs is simply 
to employ a second term to designate a 
category already familiar; and the dupli- 
cation of termiriology is just as mislead- 
ing as when managerial laborers, familiar 
as factors of production, are in addition 
designated as entrepreneurs. 

Nevertheless, in connection with 
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Knight’s definition of the entrepreneur 
as the responsible director, the question 
must be propounded whether those who 
give under contract a provisional guar- 
anty do not occupy a special status as 
supply functionaries—a status differen- 
tiating them from other supply function- 
aries owing to the crucial significance of 
their decision-making or risk-bearing. 
Before this question is answered, it is 
necessary to delimit more precisely the 
members of the class of provisional guar- 
antors of the equities, resources, and con- 
tractual remunerations of others. One 
means of distinguishing this group of so- 
called “entrepreneurs” is to define them 
as recipients of a profit income, thereby 
to emphasize a functional service sup- 
posed to be performed by its recipients.*’ 
Thus, a profit income is taken to be any 
functional income (to laborers, owners 
of capital resources, or possessors of equi- 
ties) which is dependent upon the prior 
satisfaction of all functional incomes 
which are promised. It is a residual in- 
come because it is contingent upon meet- 
ing legally recognized promises of pay- 
ment to specified claimaits and is itself 
unpromised. The recipients of such an 
uncertain share are deemed to be unique 
because only through their willingness to 
accede to these terms of remuneration 
can production be carried on. Theirs is a 
primary risk-bearing, and it carries with 
it the assumption of responsible direction 
of the affairs of the firm."* 

Such a location of the entrepreneurial 
class is inadequate because, despite the 
fact that its members may have to dem- 
onstrate their willingness to have pro- 
duction, carried on, the essence of deci- 
sion-making in the firm does not reside 


"7 Cf. Ben W. Lewis, “The Corporate Entrepre- 
neur,” Quarterly Journal of Economics, LI (1937), 
535-44- 

"8 Ibid., pp. 537-41. 
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universally in them and also because will- 
ingness as risk-bearers to implement pro- 
duction is not their own province exclu- 
sively. 

The continuity of production does not 
result only from the willingness of recip- 
ients of an unpromised, residual income 
to accede to such terms of remuneration. 
It also results from the willingness of 
functionaries whose remunerations are 
promised to persist in their various rela- 
tions with the firm. Consequently, both 
classes undertake the function of control, 
if assumption of the function is evidenced 
by the decision not to cease their respec- 
tive activities. Although the selection of 
decision-making personnel for the firm 
and the determination of jurisdictional 
spheres within the firm may be accom- 
plished directly through choice by speci- 
fied groups with active power, the deci- 
sion of various functionaries to continue 
relations with the firm is fundamental; 
it constitutes, from the formal point of 
view, final confirmation of the selection 
of men, the determination of jurisdiction- 
al spheres, and the continuity of produc- 
tion. However, such confirmation is 
made by agents in their capacities as sup- 
ply functionaries, whether they be la- 
borers, owners of capital resources, or 
possessors of equities. The recipients of 
unpromised income are not unique as 
functionaries upon whose willingness the 
continuity of production depends. 

No violence is done to this conclusion 
by recognition of those past decisions 
whereby contractual obligations once as- 
sumed may be instrumental in providing 
for current willingness to continue rela- 
tions with the firm, whether by the recip- 
ient of unpromised income or by any 
other supply functionary. The decision 
by an original contractor is not necessari- 
ly an act stipulating that this identical 
party retain his initial relations with the 
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firm but may put him in a position of 
having to substitute another functionary 
should he terminate his interest. For ex- 
ample, the original-possessor of an equity 
share, either as a stockholder or as a 
bondholder, made provision for future 
willingness to fulfil the responsibility of 
such a functionary, although he might 
transfer the responsibility by sale of the 
certificate. Of course, to the extent that 
contractual obligations assumed in the 
past are binding, current willingness to 
continue relations with the firm is not 
the result of completely uncontrolled de- 
cisions. Thus, looking to the past, the or- 
ganization and continuity of the firm 
may have required that original contrac- 
tors other than the recipients of unprom- 
ised income show willingness that enter- 
prise be initiated and carried on. 

When the decision of functionaries to 
continue relations with the firm is con- 
sidered to be the main frame of reference 
in locating the source of control, the solu- 
tion is not sufficiently relevant to the 
data of experience, especially in view of 
the two corporate developments empha- 
sized heretofore. The cruciality of too 
many other decisions is unrecognized, 
despite the fundamental importance of 
the activity upon which it is based. An- 
other solution provides a frame of refer- 
ence which is more adequate and formal- 
ly logical: to make the firm the entrepre- 
neur and to locate the exercise of the 
function of control in the decision-mak- 
ing organization of the firm, whatever 
its structural characteristics in a particu- 
lar case. Such a revision gives a compre- 
hensive scope to the function of control, 
because it may be utilized to take ac- 
count of the multiplicity of authorities 
responsible for active control, whether 
telating to selection of personnel, to con- 
sultation or negotiation in matters in- 
volving private interest groups, to ad- 
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ministration by governmental agencies, 
or to jurisdiction within managerial 
spheres. As maintained before, analysis 
of control in terms that associate prima- 
cy with a more passive role appears per- 
functory, affording the exposition of 
principles a limited and scarcely realistic 
retrospect of the workings of enterprise 
in the economy. If the interpretation of 
decision-making in the firm is to be com- 
prehensive, the various activities involv- 
ing management must be integrated, 
with active control and all crucial deci- 
sions not secondary and derivative but 
at least complementary to the willingness 
that production be continued. Therefore, 
the decision-making organization of the 
firm must be taken as the amalgam of 
functionaries carrying out these activi- 
ties of management and, consequently, 
as the factor of unification. 

If the concept of the entrepreneur as 
the recipient of unpromised income is un- 
satisfactory in respect to association of 
that agent with the function of control, 
it remains to decide whether the concept 
is adequate when such a functionary is 
considered to be one who assumes a pe- 
culiar risk—peculiar because there exists 
no contractual promise of income (and, 
in some cases, no contractual promise of 
repayment of investment principal). 
However, the risks of promisors and 
promisees are different only as a matter 
of degree, in so far as priority in alloca- 
tion of the firm’s gross income or in liqui- 
dation of equities is concerned. Of course, 
some risks are marked by the absence of 
a promise of remuneration and are thus 
set apart as unique in kind, although this 
characteristic is often provisional, de- 
pending upon the absence of specified 
circumstances under which the legal 
rights of the risk-bearer to remuneration 
would become effective. Nevertheless, 
this peculiarity in kind is a technical fact; 
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it is aside fromthe economic fact of risk 
as a factor in the supply of economic re- 
sources. The willingness of laborers, 
owners of capital resources, and posses- 
sors of equities, whether promisors or 
promisees, to continue relations with the 
firm involves the assumption of risk by 
these agents. They are risk-bearers in 
their capacities as supply functionaries, 
and as such their particular risks differ in 
many technical details, as illustrated by 
stipulations relative to promise of remu- 
neration, ownership of the firm,’? under- 
writer’s guaranty, or rights of control. 
Therefore, if the entrepreneurial cate- 
gory is to continue to serve as a basis for 
the introduction of economic principles 
in their relation to enterprise, the struc- 
ture of risk-bearing cannot be divided to 
distinguish the promisor and the prom- 
isee for the purpose of designating the 
former as the entrepreneur. 


IV 


An analysis of enterprise proceeding 
from traditional concepts of the entre- 
preneur must be incomplete : emphasis on 
the assumption of risk or on the assump- 
tion of management, to the exclusion of 
the other, in distinguishing the entrepre- 
neurial role results in omission of an in- 
gredient of enterprise as well as in failure 
to co-ordinate the two; and emphasis on 
the assumption of responsible direction 
neglects the function of control and the 
rendering of crucial decisions in so far as 
power to act is not immediately derived 
from the provisional guaranty under con- 
tract of the incomes, equities, or rented 
resources of other groups. Many of the 
difficulties involved in the problem of de- 
fining the entrepreneur can be cleared up, 


19 Cf. Charles A. Tuttle, “The Function of the 
Entrepreneur,” American Economic Review, XVII 
(1927), 13-25, for an illustration of a definition based 
upon this technical detail. 


however, by recognizing the many ele- 
ments in the role of supply functionaries. 
The bearing of risk, involving willingness 
of functionaries to initiate and continue 
relations with the firm, is a responsibility 
united with the function of control in so 
far as the latter also involves the same 
willingness to engage in economic activi- 
ty. Nevertheless, in order to give com- 
plete form to the discussion of entrepre- 
neurship, the inseparability of active 
risk-taking and managerial decision- 
making must be stressed. In conformity 
with previous argument, it is clear that 
risk-bearing must be merged with risk- 
taking, because the state of exposure to 
a specified loss is fundamentally condi- 
tioned by decision-making in the firm. In 
turn, the firm, through its decision-mak- 
ing organization as an aggregate, what- 
ever the groups of which that aggregate 
is composed, undertakes this active risk- 
taking, and the firm as a functional en- 
tity is the antecedent risk-bearer, be- 
cause it possesses assets and receives in- 
come. Thus, a unique, integrating agency 
itself provides a frame of reference for a 
comprehensive analysis of enterprise and 
of the relations of the various function- 
aries to the organization of production. 

This revised orientation would place 
the risk-bearing functionaries in their 
proper positions as agents having rela- 
tions with the firm—as laborers, owners 
of capital resources, and possessors of 
equities but not as entrepreneurs so de- 
fined because of some factor associated 
with these capacities. The firm would 
stand out as a separate entity engaged in 
dealing with supply functionaries, in em- 
ploying factors of production, and in dis- 
posing of the commodity thereby ob- 
tained. Its prime mover would be the 
decision-making organization, composed 
of an aggregate of individual members 
with specified powers of decision due to 
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participation in management, either as 
laborers or as supply functionaries with 
powers of control. 

At this point, however, the problem of 
properly defining the firm arises. In ac- 
cordance with previous argument, two 
alternatives present themselves: (1) to 
define the firm as an association or aggre- 
gate of the members of the decision-mak- 
ing organization or (2) to define the firm 
as an abstract entity, for which the mem- 
bers of the decision-making organization 
make decisions and with which supply 
functionaries have specified relations. 

If the first alternative rules, the point 
of view may be that the firm is different 
whenever the decision-making organiza- 
tion changes.”° Or, on the other hand, the 
point of view may be that the firm has 
continuity of existence, on the grounds 
that many interpretations of phenomena 
require the concept of an institution hav- 
ing the qualities of a going concern." The 
authority of Commons, who pioneered 
economic thinking along the latter line, 
probably supports the associational con- 
cept of the firm,”* although, without dis- 
tinguishing it, an entity concept is also 
recognized.?3 

The main criticism that must be urged 
against this definition of the firm as an 
association or aggregate of certain mem- 
bers is that the concept is a general and 
integrating one because it is so inclusive. 
The concept is not one of a unique, inte- 


* Cf. Kaldor, op. cit., pp. 67-70. The criterion of 
change in the decision-making organization may be 
hard to establish. If it is a change in the amount of 
c0-ordinating ability, the standards of measurement 
are undeveloped. Nevertheless, aside from the prob- 
lem of defining the firm, such a criterion may be es- 
sential for certain purposes. 


“Cf. John R. Commons, Legal Foundations of 
Capitalism (New York, 1924), pp. 143-213; Paton 
and Littleton, op. cit., pp. 9-11. 


™ Op. cit., pp. 144-46. 
4 Ibid., pp. 147-53. 
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grating functionary that itself provides 
a frame of reference for a comprehensive 
analysis of enterprise and of the relations 
of various other functionaries to the.or- 
ganization of production. Unification of 
the entrepreneurial role would not be 
paralleled by unification of the structure 
by which it is undertaken. Instead of an 
entity with primacy in the exercise of de- 
cision-making (involving risk-taking), 
with other groups having relations with 
such an entity, there would be many sep- 
arate entities to be accounted for in loca- 
tion of the entrepreneur. In fact, an ac- 
count of the entrepreneur would be a 
general description of all functionaries 
engaged in carrying on production. Thus, 
the employment of a fundamental cate- 
gory of theory (the entrepreneur), in or- 
der to give introduction and perspective 
to the substantial details of economic 
life, would be abandoned. 

Commons’ concept-of the going con- 
cern, when applied to the aggregate of 
members of a decision-making organiza- 
tion (defined as the firm), differs from 
that of an association of individuals be- 
cause the composite is personalized or 
considered to have a collective will. In 
turn, the collective will is defined as the 
working rules relative to which the mem- 
bers function.*4 However, the same criti- 
cism must be leveled at this view. The 
firm would be located and its structure 
would be described only by taking ac- 
count of many diverse functionaries or, 
alternatively, by taking account of many 
diverse rules and customs. An exposition 
designed to delineate certain significant 
relations as carried on by some principal 
has placed upon it too large a burden 
when the description of that principal be- 
comes too detailed and complex for for- 
mal treatment. Furthermore, the notion 
of personality apart from human beings 

24 Tbid., pp. 147-48. 
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is bound to encounter strong opposition 
from many sources. 

Therefore, the second alternative (that 
of defining the firm as an entity) must 
rule, if the logic underlying its choice is 
correct. Prior to considering the charac- 
ter of this entity, it is necessary to set up 
a model as the principal assumed to be 
endowed with the capacity of undertak- 
ing certain relations (i.e., decision-mak- 
ing in the sense of risk-taking). The con- 
cept of the firm would be analytically un- 
manageable were the firm considered as 
an association of decision-makers, be- 
cause, as pointed out, there must be a 
lack of regularity among diverse rules 
and among members viewed primarily in 
their capacities other than as compo- 
nents of a decision-making organization. 
Thus, the abstract principal is represent- 
ative of the association in so far as the 
framework for carrying out the entrepre- 
neurial role is itself significant. The de- 
vice is in lieu of the aggregate which is 
too cumbersome to handle. Nevertheless, 
despite its nature as an abstraction, the 
expediency of employing such a model in 
scientific work is well recognized.’ 

Now this model taken as a copy of the 
decision-making organization may be in- 
stitutionalized (i.e., may be clothed with 
the character of an economic mode of 
thought and action) in contemplation of 
economic theory and practice. For the 
notion of a unit confronted by income 
calculations over time is indispensable to 
modern theory.” And the firm is re- 


28 Cf. Morris R. Cohen and Ernest Nagel, An Jn- 
troduction to Logic and Scientific Method (New York, 
1934), PP. 367-75. 

% Cf., e.g., Robert Triffin, Monopolistic Competi- 
tion and General Equilibrium Theory (Cambridge, 
Mass., 1940), pp. 93-05; George J. Stigler, The Theo- 
ry of Competitive Price (New York, 1942), pp. 147- 
86; Kenneth E. Boulding, ‘““The Theory of the Firm 
in the Last Ten Years,”’ American Economic Review, 
XXXII (1942), 791-802. 
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garded, in a pragmatic sense, as a reality, 
intangible as to body, but understand- 
able as a unit with which transactions 
are carried on and by which factors of 
production are employed. It is often so 
understood by those who have market, 
as well as legislative, administrative, and 
judicial, relations with it. For certain 
purposes in accounting it is treated as a 
unit having a separate existence and fi- 
nancial condition.?” And for certain pur- 
poses in the law it is treated as a legal en- 
tity with its rights and obligations.”* 
As an abstract entity (a model fune- 
tionary, representative of the decision- 
making organization and recognized as 
an institution), the firm may be defined 
as an accounting entity, subject to posses- 
sion of assets and subject to calculation 
of its revenue and other income, costs of 
revenue and other costs and allowances, 
and income and other financial alloca- 
tions. Within its limits as an accounting 
entity, it is a bargaining and transacting 
agent, dealing with supply functionaries, 
consumers, and government on terms 
that permit of quantitative calculation 
and estimate. Accordingly, the firm (the 
entrepreneur) is a fundamental category 
of economic theory serviceable as one 
frame of reference in a preliminary view 
of the economy in the light of basic func- 
tions and classes of functionaries. In its 
substantial analysis relative to a particu- 
lar problem and its data, it is peculiarly 
institutional and must be made concrete 
in consideration of the details of struc- 
tures for making decisions, implementing 
production, and employing resources. 
With the firm recognized as the entre- 


27 Cf. William A. Paton, Accounting Theory (New 
York, 1922), pp. 472-78. 

*8 Cf. Edward H. Warren, Corporate Advantages 
without Incorporation (New York, 1929), pp- 1-33; 
134-40, 268-74, 291-92, 293-301, 319-23, 418, 425, 
841-46. 
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preneur, another problem presents itself: 
to construct conceptual standards as 
frames of reference in analyzing the in- 
come to the firm or to reconstruct the 
theory of profits as income to the entre- 
preneur. A primary factor in an interpre- 
tation of revised concepts of the entre- 
preneur and profit must be uncertainty, 
an essential accompaniment of historical 
change. In view of uncertainty, anticipa- 
tions govern the decisions of both supply 
functionaries and the decision-making 
organization of the firm. When profit is 
defined as a residual after deducting 
“necessary costs of production,” this 
fact may not be sufficiently taken into 
account. “‘Necessary costs’’ are frequent- 
ly viewed as remunerations required in 
the “long-run” in order to evoke the eco- 
nomic resources whose services are essen- 
tial to the continuity of production. And 
“going rates’ of remuneration are then 
taken as criteria of “necessary costs” to 
be deducted from revenue in arriving 
at profit as a residual income. In con- 
trast, however, are the facts of histori- 
cal change: change in “going rates,” al- 
though with temporary inflexibility in 
many rates of remuneration (owing to the 


terms of contract or law); anticipations 
of what “going rates” may rule at future 
dates; and frequent changes in such an- 
ticipations. Decisions are made under 
these conditions. Evidently economic 
theory lacks a standard by which to de- 
fine “necessary costs of production” in 
the historical “long-run.” 

Profit concepts apply to incomes es- 
timated as realized in the past, in rela- 
tion to calculations that are records, and 
they may also be made to apply to in- 
comes estimated as possible in the fu- 
ture, in relation to calculations that are 
anticipations under alternative plans. In 
turn, the plans of the decision-making 
organization, formed as they are in con- 
sideration of the data of experience and 
historical insight, will usually reflect the 
objective of improving in some manner, 
for the benefit of some interest, the firm’s 
position as a residual claimant. There- 
fore, anticipations of profit (defined ac- 
cording to some accounting standard) 
and techniques for quantitative arrange- 
ment of these anticipations are funda- 
mental matters in analyzing the entre- 
preneurial role. 
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RIVALS AND INTERLOPERS IN THE HISTORY OF 
THE NEW YORK SECURITY MARKET? 


GEORGE GARVY 


dramatic and picturesque his- 
tory of the New York Stock Ex- 
change has been told many times. 
The gradual transformation of an in- 
formal gathering of brokers dealing in 
securities as well as in commodities into 
a powerful symbol of Wall Street, the 
struggles of railway kings, spectacular 
failures, and a long series of panics have 
found their place in the textbooks of 
economic history. The purpose of this 
paper is to throw some new light on a 
neglected aspect of the history of the 
New York security market. 

The New York Stock Exchange traces 
its ancestry to a small group of brokers 
who at the end of the eighteenth century 
began to deal in securities. This organiza- 
tion, which originally was little more 
than a street market, strove during the 
whole nineteenth century to preserve for 
its members the monopoly of trading in 
securities. The exclusiveness of the Stock 
Exchange, known as the Old, Big, or the 
Regular Board resulted in the formation 
of a fluid group of “outside brokers” 
composed of brokers of good financial 
standing who were unable to gain ad- 
mittance to the Big Board as well as of 
more obscure dealers of little means and 
of reckless speculators. 

On several occasions, when the vol- 
ume of transactions increased rapidly or 
a new kind of securities appeared on the 
market and became the object of an ac- 
tive speculation, the overflowing busi- 
ness invigorated the outside market, 

* The writer is indebted to Professor Carter 
Goodrich, Columbia University, for helpful criti- 
cism. 
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which in calmer years languished in 
parasitic insignificance. The successive 
attempts of the street brokers to organ- 
ize a market for new securities and to 
challenge the monopoly of the Old Board 
by dealing in securities of its regular list 
led to the formation of more than a score 
of various “Boards” and “Exchanges.” 
Historians of the New York Exchange’ 
occasionally mention the existence of 
one or another of these rival exchanges, 
and scattered references to them may be 
found in contemporary handbooks? and 
memoirs of Wall Street speculators.‘ 
As far as we know, no attempt has yet 
been made to study the relationship of 


2 Matthew H. Smith, Twenty Yéars among the 
Bulls and Bears of Wall Street (Hartford, 1870); 
Kinahan Cornwallis, The Gold Room and the New 
York Exchange and Clearing House (New York, 
1878); Francis L. Eames, The New York Stock Ex- 
change (New York, 1894); Edmund C. Stedman, 
History of the New York Stock Exchange (New York, 
1905); H. G. Hemming, History of the New York 
Stock Exchange (New York, 1905); Robert I. 
Warshow, The Story of Wall Street (New York, 1929); 
E. H. H. Simmons, New York: Metropolis and Capi- 
tal Market (New York, 1927); Margaret G. Myers, 
The New York Money Market, Vol. I: Origins and 
Development (New York, 1931). 


3 Henry Hamon, New York Exchange Manual 
(New York, 1865); Historical Publishing Company, 
Banks, Business Houses, and Moneyed Institutions: 
The Great Metropolis of the United States (New York 
arid Philadelphia, 1886); George R. Gibson, The 
Stock Exchanges of London, Paris and New York 
(New York, 1889); Sereno S. Pratt, The Work of 
Wall Street (3d ed.; New York, 1921); J. Edward 
Meeker, The Work of the Stock Exchange (New York, 
1930). 

4 William W. Fowler, Ten Years in Wall Street 
(Hartford, 1871) and Twenty Years of Inside Life 
in Wall Street (New York, 1880); Henry Clews, 
Fifty Years in Wall Street (New York, 1908); W. C. 
Van Antwerp, The Stock Exchange from Within 
(New York, 1914). 
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INTERLOPERS IN THE NEW YORK SECURITY MARKET 


the minor exchanges to the New York 
Stock Exchange and its predecessor, 
the New York Stock and Exchange 
Board. 

THE ORIGIN 


The very origin of the New York 
Stock Exchange can be traced to a suc- 
cessful move of a group of brokers to 
monopolize dealings in federal securities 
created by the funding of the debt in- 
curred by the Continental Congress. The 
twenty-four brokers who in May, 1792, 
signed under the legendary buttonwood 
tree the famous agreement of “Brokers 
for the Purchase and Sale of Public 
Stock” reacted primarily to an attempt 
made by some auctioneers to deal in 
government securities.’ At the meeting 
held at Corre’s Hotel on March 21, 1792, 
the associated brokers decided that 
“they will not attend any sale of stock 
at Public Auction, and also appointed a 
committee to provide a proper room for 
them te assemble in and to report such 
regulations relative to the mode of trans- 
acting their business as in their opinion 
may be proper.”*® Though the measures 
taken by the founders of the New York 
Stock Exchange seem to have been fully 
effective in eliminating for a long time 
any competing association, a quarter of 
a century lapsed before a regularly or- 
ganized stock exchange began to operate 
in New York City. 

The formation of a large number of 
banks and fire and maritime insurance 
companies during the revival of business 
activity which followed the War of 1812 
increased the number of marketable 
securities. The volume of transactions 
warranted a more formal organization 
of the New York security market. In 
1817 the associated brokers delegated one 


‘ Eames, op. cit., p. 13; Hemming, op. cit., p. 11. 
* Diary, or Loudon’s Register, March 23, 1792. 
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of their number, William Lawton, to go 
to Philadelphia to study the organization 
of the Stock Exchange already existing 
in that city.’ After his return the “New 
York Stock and Exchange Board” was 
formed. Its constitution contained the 
provision that new members should be 
balloted by a general assembly of all 
members, three* black ballots being suffi- 
cient to refuse admission. 

Meetings of the new organization were 
held in offices of members or in rented 
rooms in the Wall Street district until, 
in 1827, it secured permanent quarters 
in the Merchants’ Exchange. The mem- 
bers of the Board transacted business at 
daily “‘calls.” The president called one 
security after the other, and dealings in 
one particular security could take place 
only when its name was called. After the 
president had proceeded to the following 
security, no sale could be transacted un- 
til the “call” next morning. 

After the Board moved indoors, its 
meetings became veiled by the strictest 
secrecy; the public was not admitted to 
the sessions, and the amount and the 
nature of transactions remained undis- 
closed.° 

Brokers and operators who were not 
admitted to membership gathered in the 
street and transacted whatever business 
they were able to capture.’* Out of this 
fluid “‘curbstone crowd” grew the suc- 
cessive attempts to break the monopoly 


7 Cornwallis, op. cét., p. 24. 
® Increased to five in 1856. 


* “Tt is mutually understood that the members of 
this Board do not communicate to persons outdoors 
what members of this Board are the purchasers or 
sellers of stocks at this Board, or what members offer 
to purchase or to sell” (entry upon the records of the 
Stock and Exchange Board dated January 26, 1819, 
quoted by Eames, of. cit., p. 18). 

1° Operators dealt for their own account, whereas 
brokers were supposed to deal exclusively on a com- 
mission basis. 
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of the Old Board, which we will trace in 
the following paragraphs. 


THE FIRST RIVALS 


The era of railroad building suddenly 
increased the volume of corporate securi- 
ties and originated the first attempt of 
free brokers to form a rival exchange. The 
list of securities dealt in at the Big Board, 
which originally, besides the federal 
debt, included only a few state bonds 
and shares of bank and insurance com- 
panies, was enlarged in the twenties by 
the addition of shares of canal companies. 
Later the flood of railroad securities 
(the first railroad stock was listed in 
New York in 1830) transformed radical- 
ly the official list, and the Stock and 
Exchange Board became predominantly 
a market for railroad securities. 

The Stock and Exchange Board, which 
at that time was still scarcely more than 
a local market, continued to keep its 
membership very small. Its members 
appeared to be unable to handle the 
rapidly expanding business, since the 
volume of transactions which an indi- 
vidual broker could possibly handle in a 
short session was limited. In 1835 out- 
side brokers seized the opportunity and 
tried to obtain a share in the booming 
market by forming a rival exchange. 
They rented a room in the Merchants’ 
Exchange Building, in which the older 
institution was located, and organized 
themselves as the “New Board.” 

The Stock and Exchange Board re- 
acted to the formation of a rival organi- 
zation by adding to its regular morning 
call a short afternoon session. This 
proved to be insufficient, and specula- 

™! Hemming, of. cit., p. 18; Eames, op. cit., pp. 
34-35. Clews (op. cit., p. 90) reports that members of 
this board “engaged a building next to the Board 
room, and dug the bricks out of the wall in order 


that they might see and hear what was going on” 
in the Regular Board. 


tion was so active that a large volume of 
business was transacted in the passage- 
ways of the Merchants’ Exchange and in 
the street, outside both the Old and the 
New boards. Though it is reported that 
during the period of the most feverish 
speculation the dealings of the New 
Board exceeded those of the Stock and 
Exchange Board,” during the crisis of 
1837 the older institution proved to be 
more resistant. The majority of the mem- 
bers of the New Board were ruined by the 
crash, and, though it continued to oper- 
ate until 1848, it never recovered from 
the hard blow. 

During the wave of speculation which 
preceded the panic of 1857 outside brok- 
ers again became very active, as shown 
by the following note in the July, 1857, 
issue of Hunt’s Merchants’ Magazine: 

Curb-stone Brokers. This is a very large 
class of speculators, and is composed of the 
oldest and most experienced operators in the 
street. Many of them have been members of 
the Stock Exchange, but from having failed to 
fulfill their contracts, during some of the numer- 
ous ups and downs of the market, have been 
compelled to vacate their seats and lost their 
membership. The curb-stone brokers have 
leased a large room directly under that occupied 
by the regular board, and during the sessions of 
the board a communication is kept up between 
the rooms, so that any transaction is known be- 
low as soon as made. Upon information de- 
livered in this way, the curb-stone brokers oper- 
ate among themselves, and frequently with and 
for the account of outsiders. . . . . The contracts 
of many of the curb-stone brokers are indefinite- 
ly better than many of the regular board, and 
are taken more readily by outsiders. 


EXCHANGES OF THE CIVIL 

WAR PERIOD 
The outbreak of the Civil War origi- 
nated a speculation movement of pre- 
viously unknown proportions. The vol- 
ume of marketable securities was in- 


Hemming, of. cit., p. 18. 
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creased by the creation of new manu- 
facturing and mining enterprises and by 
large flotations of government securities. 
The issue of paper currency and the 
varying fortunes of the Union armies 
provided the background for a boundless 
speculation. 

Once again the Big Board, which still 
continued to reject nearly all applica- 
tions for admission’? and held only two 
formal calls every day, proved unable to 
cope with the new situation. It had be- 
come obvious that the stock business 
“could not be monopolized by the re- 
stricted association of brokers, nor con- 
fined to the narrow limits of the Board 
Room.’"4 The street market, which at 
that time was in William Street, steadily 
grew in importance. Members of the 
Regular Board joined the street crowd in 
order to transact the soaring business. 
An active market developed during the 
time between the calls in a basement near 
the building of the Old Board. Members 
of the Old Board did not attend the ses- 
sions of this “Public Stock Board,” or 
the “Coal Hole” as it was popularly 
called, but dealt informally with its 
members in the street. 

In 1864 a group of street brokers who 
so far had acted as agents for members of 
the Big Board’s united with the free 
brokers of the Coal Hole to form a regu- 
lar organization, the “Open Board of 

"On the exclusiveness of the Regular Board see 
Fowler, Ten Years in Wall Street, p. 53; Warshow, 
op. cit., p. 78; Clews, op.cit., pp. 2 ff.; D. W. Perkins, 
Wall Street Panics, 1813-1930 (Waterville, 1930), 
p. 11. In the first war year twenty-nine candidates 
were balloted for 76 times. Only seven were admit- 
ted (Eames, op. cit., p. 42). 

“4 Hemming, op. cit., p. 24. 

'S“The influential elderly men were naturally 
unfitted for transacting business all day long in the 
street. They gave orders for execution between calls 
to younger and more active men, thus creating a 


class of street brokers not members of the Board” 
(Eames, op. cit., p. 43). 
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Stock Brokers,’ and settled down in a 
building adjoining the Old Board. The 
new organization adopted a constitu- 
tion and by-laws similar to those of the 
Regular Board, but in two essential 
points the constitution differed from that 
of the Big Board. The members of the 
Open Board delegated their powers to a 
governing committee, and thus the ad- 
ministration ‘of the exchange passed 
from the general assembly of all mem- 
bers to a small body of experienced lead- 
ers able to introduce rapidly the neces- 
sary changes in rules and regulations 
and having the authority to enforce 
them. Another important innovation 
was the admittance of the public to the 
trading sessions. The mystery of the 
transactions in the exchange room was 
thus lifted, and this strengthened con- 
fidence in the new organization. 

The innovations introduced by the 
Open Board and the aggressiveness of 
its members, who were, on the average, 
much younger than those of the older 
institution, resulted in a rapidly increas- 
ing business.’? One of the reasons for the 
success of the Open Board was apparent- 
ly the fact that many of its members 
formerly traded for members of the 
Regular Board. 

The Open Board was only the most 
successful of a series of attempts made 
after the outbreak of the Civil War to 
create a stock market outside the ex- 
clusive Big Board. Several of these un- 
dertakings merely provided an informal 
meeting place for outside brokers. In one 

6 The new organizations indicated by their very 
names—“Public” and “Open” boards—that their 
membership was not restricted. 


17 The three brokerage firms which, according to 
returns of the Department of Internal-Revenue, had 
the largest amount of business in stocks and gold 
during the fiscal year 1864-65 seem to have been 
connected with the Open, not with the Regular, 
Board (see Stedman, op. cit., p. 162). 
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case an arrangement not devoid of the 
picturesque was devised in order to pro- 
vide outside brokers with information 
concerning the transactions at the Regu- 
lar Board without antagonizing it: 

A room adjoining the entrance of the Board 
Room was leased by a non-member, and was 
open to subscribers for the purpose of enabling 
non-members to deal in stocks during the ses- 
sions of the Board, which were still secret. This 
was known as “Goodwin’s Room.” One person 
from this room was permitted to stand within 
the vestibule at the entrance of the Regular 
Board room, and listen at the closed doors to 
the dealings inside. As the call progressed he 
would step back and announce each successive 
quotation through an inner window to the deal- 
ers in Goodwin’s Room, where the market 
naturally followed these announced quotations. 
Certain members of the Board were in the habit 
of conducting an “arbitrage” business between 
the two markets."* 


The speculation in securities during 
the Civil War was so feverish that sever- 
al successive attempts were made to pro- 
vide operators and brokers with an op- 
portunity to trade after the closing of 
the Regular Board. Beginning in 1862, a 
large crowd gathered every evening in 
the halls of the Fifth Avenue Hotel, 
where active trading in securities flour- 
ished late into the night. A first attempt 
by J. B. Wheelock early in 1863 to form 
an uptown “Evening Exchange” failed. 
But dealings in securities continued until 
the proprietors of the hotel posted a 
printed notice that “Gentlemen are re- 
quested not to buy or sell stocks or gold 
in these rooms.””*® 

Later in the same year, H. Blake, 
former presiding officer of the Public 
Stock Board, succeeded in organizing an 
Evening Exchange in a rented room of 
the Fifth Avenue Hotel. In March, 1864, 
the brothers R. H. and B. F. Gallaher 


8 Eames, op. cit., p. 42. 
9 Tbid., p. 121. 


founded a rival Evening Exchange with 
more spacious quarters. “‘Gallaher’s Ex- 
change” was really only an informal meet- 
ing place of brokers and speculators, but 
“transactions, frequently, as will be seen 
in the published reports of the sales, in 
the morning papers, have been equal at 
one Evening Exchange to the combined 
transactions of all the downtown day 
Boards.””° It rapidly eclipsed the older 
Evening Exchange of Blake and moved 
into a specially constructed new building. 
The career of Gallaher’s Exchange was 
short, and it disappeared after both the 
Regular and the Open boards passed in 
August, 1865, resolutions forbidding 
their members to participate.” 

The ease with which new exchanges 
were organized and disbanded during 
and shortly after the Civil War is illus- 
trated by the following incident. When 
Erie Railroad was stricken from the 
official lists of both the Regular and the 
Open boards because its directors re- 
fused to comply with a new regulation 
requiring the registration of all issues of 
active stock at a proper agency, Jim 
Fisk, Jr., who controlled the railway, 
organized in ‘February, 1869, a “Na- 
tional Stock Exchange.” A few free 
brokers joined in, but transactions in 
securities other than those of the Erie 
Railway failed to reach a large volume. 
When in September of the same year the 
Erie directors complied with the new 
rules, Erie was readmitted and the “Erie 
Board,” as it was popularly called, died 
out.” 

The ephemeral stock markets of the 
Civil War era had certain common fea- 
tures. Their meetings were public, and 
their membership was open to anyone 


2° Hamon, op. cit., p. 63. 
** Cornwallis, op. cit., p. 13. 


= Stedman, op. cit., p. 214. 
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willing to pay an annual subscription in 
order to defray the expenses for renting 
a meeting room. All of them were part 
of the same effort to provide a continu- 
ous market between the formal calls. 
Though in critical periods of the Civil 
War their dealings reached tremendous 
proportions, these organizations were 
hardly more than a temporary out- 
growth of wartime speculation. 

After the end of the Civil War com- 
mon interests drew the Old and the 
Open boards closer together. Both ex- 
changes tried to protect their business 
against the fringe of free brokers. At the 
same time members of the two institu- 
tions found it profitable to deal with 
each other. A member of the Regular 
Board, George W. MacLean, facilitated 
these transactions by leasing a room in 
the Exchange Building to which all bro- 
kers were admitted on payment of an an- 
nual subscription. The “Long Room,” 
which began to operate in the second 


half of 1865, absorbed much of the busi- 
ness previously transacted in the street 
and provided for a continuous market 
between the regular calls of the two 


boards. Transactions in government 
securities reached a large volume. “To 
divert and control a share of this ir- 
regular business, a Government Bond 
Department was established’** by the 
Regular Board in April, 1867, “to which 
approved persons not members of the 
Board were admitted with full privilege 
of dealing.”*4 The Regular Board thus 
recognized the necessity of creating a 
continuous market for government se- 
curities. 

In 1868 the Old and the Open boards 
moved to eliminate the outside brokers 
who had forced their way into the Ex- 


** Hemming, op. cit., p. 31. 


“4 Eames, of. cit., p. 50. 
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change Building at the crest of wartime 
speculation, and, by migrating temporar- 
ily to a basement in New Street,** the 
Old and the New boards forced the own- 
ers of the Exchange Building to expel 
the free brokers and speculators from the 
Long Room,” which became exclusively 
a meeting place of the members of the 
two rival exchanges. A continuous mar- 
ket between the formal calls took place 
in the Long Room. 

The success of the Open Board made 
the Old Board inclined to compromise 
rather than to fight for the preservation 
of its share in the market. Negotiations 
between the Old Board and its annex, the 
Government Bond Department, and the 
Open Board led to the consolidation of 
the three organizations in May, 1869. 
This merger marked the success of the 
effort of a group of “outside brokers” to 
force their way into the older institu- 
tion. After having succeeded in doing so, 
its members adopted the same conserva- 
tive attitude which had characterized the 
Old Board.?’ The consolidated organiza- 
tion, which took the present name of 
“New York Stock Exchange,” subse- 
quently limited its membership to the 
number of original members at the time 
of the merger.”® 


*5 Jbid., p. 51; Hemming, oP. cit., p. 31. 


*% Hemming, op. cit., p. 32. The free brokers found 
first a refuge in a cellar in New Street; they later 
dealt in the open air. This was the origin of the Curb 
Market. 


21 During the short time of its existence the Open 
Board carefully avoided any action which might 
have antagonized the Big Board. The Open Board 
protected itself from the influx of new members by 
repeatedly increasing the initiation fee. 


28 Shortly before the merger, both boards made 
membership salable. This provision passed into the 
constitution of the New York Stock Exchange. The 
533 members of the Old Board, the 354 members of 
the Open Board, and the 173 members of the 
Government Bond Department constituted the 
new body. With the exception of 40 additional seats 
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The constitution of the New York 
Stock Exchange embodied the progress 
in the trading technique which had 
originated with the Open Board. It 
vested wide powers in a governing com- 
mittee, which was later supplemented by 
an increasing number of technical com- 
mittees. The sessions of the Stock Ex- 
change became public. With the intro- 
duction of the ticker and the opening of 
the transatlantic cable (1867), price 
quotations were instantly known from 
coast to coast and on the other side of 
the Atlantic. Shortly after the merger the 
calls of listed shares were replaced by 
continuous trading. Under the new ar- 
rangement transactions in a particular 
security could take place at any time 
and not only twice a day when it was 
formally called. The Long Room be- 
came superfluous and was closed.”? The 
use of delivery certificates became com- 
mon practice and replaced the transfer 
of stocks at transfer offices, which great- 
ly facilitated the passage of securities 
from hand to hand. These sweeping 
changes, many of which can be traced to 
the Open Board, resulted in a trading 
technique which has remained practical- 
ly unchanged until the present time.*° 


sold in 1879 to finance a new Stock Exchange Build- 
ing, the number of seats remained unchanged until 
1929. On September 8, 1880, the governing com- 
mittee formally resolved that “until otherwise 
ordered, the Committee on Admissions be directed 
to entertain no new applications for admission, ex- 
cept by transfer of membership.” 


*9 Prior to its closing, a large amount of business 
was transacted in the Long Room, even after the 
consolidation of the two boards (see Hunt’s Mer- 
chant’s Magazine, March, 1870, p. 236). 


3* As soon as a premium for gold appeared, the 
Old Board began to deal in gold. The first sales were 
recorded in January, 1863. When the Board inter- 
dicted these dealings, gold speculation moved to the 
“Coal Hole.” In October, 1864, the “New York 
Gold Exchange” was organized, and it continued in 
existence until May, 1877, when the Stock Exchange 
took over the Gold Exchange and transformed it into 
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THE MINING EXCHANGES AND THE 
CONSOLIDATED EXCHANGE 


A serious challenge to the domination 
of the New York Stock Exchange origi- 
nated with an organization formed by 
the consolidation of various mining ex- 
changes. 

Mining securities made their appear- 
ance in the years before the Civil War. 
Petroleum was discovered in western 
Pennsylvania, with the first oil well be- 
ing sunk in 1858, and many gold, silver, 
copper, and lead mines were opened in 
the early sixties. A handbook for specu- 
lators** provided, in 1865, information on 
stocks of not less than 183 copper (122 in 
the Lake Superior district), 88 gold and 
silver, 45 coal, 18 lead and zinc, and 11 
iron mines. In addition to 345 mining 
stocks, Hamon’s manual listed 227 pe- 
troleum companies, some of them only in 
process of organization. Many of these 
mining and petroleum companies dis- 
appeared without glory, after some ruth- 
less promoter had succeeded in selling 
their valueless stock in the general excite- 
ment of a manipulated market. Some 
mines were rapidly exhausted; a few be- 
came the most prosperous enterprises of 
our mining industry. 

The Regular Board, which dealt near- 
ly exclusively in railroad stocks and 
bonds, met the new securities with mis- 
trust, which only increased when it soon 
became evident that many of the new 
mines existed only in the imagination of 
their promoters. Outside brokers seized 
the opportunity to extend the scope of 
their operations and to organize. The 
first mining exchanges created before the 
Civil War seem to have been little more 


a gold department. The latter was abolished on De- 
cember 31, 1878 (see Cornwallis, op. cit., pp. 3 #.; 
Eames, of. cit., pp. ror ff.). 


3* Hamon, op. cit., pp. 347 ff. 
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than screens for the fraudulent manipu- 
lations of some skilful speculators.* 

A “New York Mining Exchange,” 
counting in its ranks many members of 
the Regular Board, opened for business 
on March 31, 1864.* It was followed on 
February 1, 1865, by the “New York 
Petroleum Stock Board,” formed under 
the leadership of S. B. Hart, first pre- 
siding officer of the Open Board. Both 
exchanges merged on January 11, 1866, 
to form the “Petroleum and Mining 
Board,”’*4 but fraudulent dealings caused 
half of the brokers to quit this organiza- 
tion by the summer of 1867, and it ceased 
operations some years later. Several 
months after the creation of the Pe- 
troleum Board, a rival “Public Petro- 
leum Stock Exchange of New York” 
came into existence.*s It seems also to 
have been a very short-lived ente™rise. 

When the stock market began slowly 
to revive after the panic of 1873, trading 
in mining securities became again more 
active, and mining developments in the 
West, particularly the rich deposits of 
gold and silver in the Comstock lode, 
under Virginia City, Nevada, attracted 
capital from the East. Promoters of the 
mining industry expected that a mining 
exchange in New York would be able to 
attract more eastern funds than the San 


# James K. Medbery (Men and Mysteries of Wall 
Street [Boston, 1870], pp. 275-76) mentions a “Min- 
ing Exchange’ formed in 1857 and which existed 
only a few months; a similar organization inaugu- 
rated in 1859 was liquidated after Lincoln’s election 
(see Stedman, of. cit., p. 158). 


33 Stedman, op. cit., pp. 158-59. Hamon (op. cit.) 
gives slightly different dates. See also Martha J. 
Lamb, Wall Street in History (New York, 1883), 
p. 88, and Medbury, op. cit., p. 278. 

44 This consolidation of two exchanges, one spon- 
sored by the Regular, the other by the Open, Board, 
is another example of the collaboration of the two 
institutions after the Regular Board had recognized 
the success of its rival. 


4s Hamon, of. cit., p. 8. 
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Francisco Exchange, the main market 
for mining securities, principally shares 
of gold mines in the first post-bellum 
decade. 

The New York Mining and Stock 
Board, formed in September, 1875, 
seems to have been heavily engaged in 
fraudulent speculation** and lasted only 
a few months. The American Mining 
Stock Board was organized in the fall of 
1876. In November of the same year it 
changed its name to “The American 
Mining and Stock Exchange” and de- 
clared its intention to deal in all stocks 
sold at the Big Board. ‘“The excuse given 
for this deviation from the original plan 
of the organization is that although a 
large interest is being gradually de- 
veloped in mining affairs it is so slow a 
growth that the young and somewhat 
impecunious members of the new Board 
cannot afford to wait, and hence must 
look to other fields of speculation and 
profit.”’3? This move of outside brokers to 
form a rival exchange met with no suc- 
cess, though Jay Gould seems to have 
encouraged it, probably with the inten- 
tion of using the new association for his 
extensive speculations in railroad securi- 
ties.3* 

In order to meet this threat, the New 
York Stock Exchange encouraged the 
revival of the New York Mining Ex- 
change, which had operated during the 
Civil War. The revitalized institution 
included, like its forerunner, many mem- 
bers of the Regular Board, with which it 
concluded an agreement by making the 

36 “Tt contributed, more than any other cause, to 
bring mining interests into disrepute in the East, for 
it was made the agent for floating all kinds of swin- 
dling enterprises” (Engineering and Mining Journal 
{hereafter cited EMJ], September 9, 1876, p. 166). 

37 EMJ, November 25, 1876, p. 354. 


38 Jbid., December 16, 1876, p. 401. See above for 
an attempt of Gould’s associate, Jim Fisk, Jr., to 
form an exchange. 
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commitment not to deal in securities 
listed on the New York Stock Exchange. 
On the other hand, the Regular Board 
promised not to list any new mining 
stock and inserted in its regulations a 
clause allowing its members to deal with 
the members of the Mining Stock Ex- 
change, “while its transactions are limit- 
ed to the class of securities at present 
dealt at that Exchange.’’® 

This move was fully successful, and 
the American Mining and Stock Ex- 
change was not only unable to realize 
its ambitious plans but was finally forced 
to give up its independence and to merge 
in June, 1877, with the Mining Exchange 
sponsored by the Big Board.4° Though 
even after this consolidation trading in 
mining securities was more active on the 
San Francisco, Boston, Philadelphia, 
and Denver stock exchanges, the Mining 
Stock Exchange continued to operate 
owing to the persistent reluctance of the 
Regular Board to list mining shares. In 
1878 a petition to open a mining de- 
partment at the Regular Board was 
circulated,“ but it was rejected by the 
governing committee. 

During the following years various 
groups of outside brokers founded sever- 
al other mining and petroleum ex- 
changes. The discovery of silver in the 
Leadville and other Colorado districts 
encouraged several hundred curbstone 
brokers to form in November, 1879,” 
a new American Mining Stock Exchange. 
It lasted less than three years and dis- 
banded in May, 1883, owing to finan- 


59 By-laws, Art. XIX, sec. 1. A similar agreement 
existed between the predecessor of the Mining Stock 
Exchange and the Big Board (see Medbery, op. cit., 
p. 278). 


“ EMJ, July 21, 1877, p. 56. 
« Ibid., December 14, 1878, p. 420. 
# Ibid., January 3, 1880, p: 15. 
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cial difficulties; forty of the remaining 
members joined the Mining Exchange,“ 

In the early eighties it had become 
clear that the volume of transactions in 
mining shares in New York could never 
reach large proportions.‘4 After an im- 
pressive start stimulated by the dis- 
covery of new gold or silver mines, 
each mining exchange became the scene 
of wash sales and of obscure transactions 
which caused the more reputable bro- 
kers to withdraw. Dealings in sound min- 
ing securities were transacted by private 
bankers, and transactions of speculative 
shares of nondividend-paying mines 
dominated the activities of the various 
mining exchanges. 

The disappointed members of the 
New York Mining Stock Exchange 
looked for an opportunity of increasing 
their revenues. When in 1879 the first 
oil pipe line reached the Atlantic Coast 
at Bayonne, New Jersey, trading in 
pipe-line certificates offered new possi- 
bilities. Though the object of this trade 
was a commodity, namely, crude oil, 
dealings in pipe-line certificates re- 
sembled in many respects transactions 
in securities. The New York Mining 
Stock Exchange listed petroleum cer- 
tificates at the end of 1882, and, after 
absorbing in April, 1883, an organiza- 
tion of brokers operating under the 
name of “National Petroleum Ex- 
change,” it became the New York Min- 
ing Stock and National Petroleum Ex- 
change.“ This exchange challenged the 


43 Ibid., May 5, 1883, p. 261. 

44 At that time separate mining exchanges existed 
in two other eastern cities, Philadelphia and Boston. 
The Philadelphia Mining Exchange gave up its in- 
dependence and merged with the Stock Exchange 
(see ibid., July 16, 1881, p. 47). 

48 Tbid., December 9, 1882, p. 312. 

4 In November of the same year it absorbed some 
hundred brokers who at least since 1877 operated as 
a new “Open Board” (Gibson, op. cit., p. 109). 
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domination of Oil City, Pennsylvania, 
in the petroleum trade but transacted 
little real business in mining shares. 

Mining shares turned out to be de- 
ceiving; pipe-line certificates, however, 
seemed to offer new possibilities. More- 
over, a new class of securities—shares of 
industrial corporations—began to at- 
tract attention, and a “Miscellaneous 
Securities Board’’*’ specialized in them. 
The time seemed ripe to unite the efforts 
of the outside brokers and to try to 
break the monopoly of the Big Board in 
dealing in the lucrative railroad securi- 
ties. 

In 1885 the Mining Stock and Petro- 
leum Exchange merged with the rival 
New York Petroleum Exchange and 
Stock Board, which had existed since 
1877, and the Miscellaneous Securities 
Board, to form the Consolidated Stock 
and Petroleum Exchange. This amalga- 
mation resulted in the creation of an or- 
ganization with a membership of 2,403, 
twice as large as that of the Regular 
Board. After some hesitation, the Con- 
solidated Stock Exchange broke negotia- 
tions with the older institution, which 
sought to reach an understanding with 
the new rival on the basis of the working 
arrangement which it had with the Min- 
ing Exchange, and. began dealing in rail- 
road securities. In order to attract busi- 
ness, its members charged commission 
fees far below the rates established by 
the Regular Board. 

The New York Stock Exchange re- 
acted quickly. It first outlawed the new 
rival and then immediately took steps 
designed to capture its business. The 
Old Board forced four hundred of its 
members and partners of members who, 
under the old agreement, held seats at 


7S. A. Nelson, The Consolidated Stock Exchange 
of New York (New York, 1907), p. 8. 
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the Mining Exchange and who, after 
the merger, became members of the Con- 
solidated Stock Exchange, to withdraw 
from it. All transactions with members 
of the rival exchange were prohibited. 
Simultaneously, the New York Stock Ex- 
change recognized that the success of 
the new institution was partly a direct 
consequence of its refusal to admit min- 
ing securities and the more recent in- 
dustrial securities for regular trading. 
Still reluctant to admit those securities 
to regular trading, it found a way to 
open its doors to this new class of securi- 
ties by creating an “Unlisted Depart- 
ment,”’ where securities could be listed 
after furnishing only very rudimentary 
information concerning their affairs. By 
this action it hoped to make inroads in 
the business of its rival.“* The blow was 
hard but not fatal; though many corpo- 
rations applied for listing at the Un- 
listed Department of the Regular Board, 
transactions at the Consolidated Ex- 
change reached a considerable volume. 

During the following decades the 
Regular Board led a merciless fight 
against the Consolidated Exchange. The 
New York Stock Exchange tried to pre- 
vent the Consolidated Stock Exchange 
from dealing in securities which were 
listed at the Big Board. The fact that the 
governing committee of the New York 
Stock Exchange had to repeat several 
times its interdiction to deal with mem- 
bers of the Consolidated Exchange‘ in- 
dicates that such dealings were profit- 
able to the members of the Regular 


48 This was not a new means of defense in the his- 
tory of the New York security market. When in 
1879 a group of brokers created the American Min- 
ing Stock Exchange, the already existing Mining 
Exchange placed the shares in which the rival 
exchange was interested on its own list (EMJ, 
April 10, 1880). 


«9 The text of the successive resolutions is given 
in Stedman, of. cit., p. 506. 
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Board, and for a long time they could 
not be suppressed.*° 

In 1909 the fight of the Regular Board 
against its rival reached a peak. At the 
Consolidated Stock Exchange trading in 
securities listed at the New York Stock 
Exchange followed closely the quota- 
tions of the Regular Board, which were 
obtained through the ticker service of 
Western Union. Charging only half the 
commission of the Regular Board, the 
Consolidated Exchange was able to at- 
tract a sizable business in securities 
regularly listed at the New York Stock 
Exchange. The latter exercised a strong 
pressure on Western Union to remove its 
tickers from the floor of the rival in- 
stitution. A clause forbidding Western 
Union to furnish stock quotations “to 
organizations and exchanges in the City 
of New York competing with the New 
York Stock Exchange” was inserted in 
August, 1900, in the contract between the 
Regular Board and Western Union." 

An injunction prevented the Western 
Union from removing its tickers from 
the Consolidated Exchange. When in 
1909 the courts upheld the injunction, 
the New York Stock Exchange passed, 
on May 19, 1909, and subsequently 
vigorously enforced a resolution’ with 


se “While arbitraging between the Stock and the 
Consolidated Exchanges is not a recognized industry, 
nevertheless such business is transacted” (S. A. Nel- 
son, The ABC of Options and Arbitrage [New York, 
1910], p. 59). 


51 U.S. House of Representatives, Subcommittee 
of the Committee on Banking and Currency (Pujo 
Committee), Report of the Commitiee Appointed To 
Investigate the Concentration of Control of Money and 
Credit (Washington, 1913), I, 805. 


s?“That any connection, direct or indirect, by 
means of public or private telephone, telegraph wire, 
or any electrical or other contrivance or device or 
pneumatic tube or other apparatus or device what- 
soever, or any communication by means of messen- 
gers or clerks, or in any other manner, directly or in- 
directly, between the New York Stock Exchange 
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the avowed aim “to prevent a man who 
is a member of another exchange from 
doing any business at all, and to drive 
him out of business.”’*? At the time this 
drastic action was taken, the Consoli- 
dated Exchange had a membership of 
1,225, about a third of whom were active. 
Sales at this exchange averaged about 
one-fourth of the transactions at the 
New York Stock Exchange, and active 
arbitrage business with the regular ex- 
changes of Boston, Philadelphia, and 
other cities was conducted. 

The boycott by the Regular Board led 
to a gradual disintegration. After 1909, 
the membership and activity of the 
Consolidated Exchange declined sharply, 
and after the war dubious transactions 
became more and more frequent. The 
Martin Act for the protection of inves- 
tors, passed in April, 1921, and its ener- 
getic application by New York State 
Attorney-General Ottinger in 1924, in 
conjunction with vigorous action by the 
New York Stock Exchange, sealed its 
fate. 

The Unlisted Department continued 
for twenty-five years as a kind of ante- 


Building, or any part thereof, or any office of any 
member of said New York Stock Exchange, and any 
building of the Consolidated Stock Exchange, or any 
part thereof, or any room, place, hallway or space 
occupied or controlled by said Consolidated Stock 
Exchange, or any office of any member of said Con- 
solidated Stock Exchange, who is engaged in busi- 
ness upon said Consolidated Stock Exchange, or any 
transmission, direct or indirect, of information from 
said New York Stock Exchange Building, or from 
the office of any member of said New York Stock 
Exchange, to the said Consolidated Stock Exchange, 
or to the office of any member of said Consolidated 
Stock Exchange who is engaged in business upon 
said Consolidated Stock Exchange, through any 
means, apparatus, device, or contrivance as above 
mentioned, is detrimental to the interest and welfare 
of this exchange and is hereby prohibited” (ibid., 
Pp. 326-27). 


53 See testimony of James B. Mabon, president of 
the New York Stock Exchange, in idid., p. 387. 
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chamber* of the Big Board. “Many of 
the soundest industrial investment secu- 
rities of today began here as highly 
speculative, and, to the older Exchange 
members, rather dubious propositions.” 
Gradually industrial and mining shares 
were admitted for regular listing, until, 
after the publication of the report of the 
Hughes Commission, the Unlisted De- 
partment was abolished in 1910 and 
many of its securities admitted to official 
listing. 
THE NEW YORK CURB EXCHANGE 


The Consolidated Stock Exchange 
was the last attempt of the outside brok- 
ers to break the monopoly of the Big 
Board by forming a rival organization. 
Another group of free brokers chose to 
collaborate with the Big Board by tacitly 
accepting its control. A kind of symbiosis 
developed between the New York Stock 
Exchange and the curb brokers who oper- 
ated in the street in front of its doors. 
These curb brokers renounced dealing in 
securities listed at the Big Board and 
limited their activity to unlisted stocks 
and bonds. They also traded in securities 
before the official date of their issue 
(dealings in subscription rights and in 
securities “if and when issued”). The 
establishment of prices of securities of 
new corporations before their listing by 
the Stock Exchange became during the 
last decade of the nineteenth century an 
important function performed by the 
Curb. Securities of new, risky enter- 
prises were traded at the Curb. If the 
new venture proved sound and profitable, 
the Stock Exchange admitted the new 
security for regular listing, and the Curb 

54 Stocks of such large corporations as the Ameri- 
can Sugar Refining Co., the American Tobacco Co., 


and the U.S. Leather Co. were first traded in the 
Unlisted Department. 


55 Meeker, op. cit., p. 36. 
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immediately discontinued dealing in it. 
Some corporations preferred not to com- 
ply with the listing requirements of the 
Big Board and never applied for listing. 
Securities of these corporations remained 
at the Curb and formed a very important 
component of its volume of trade.** 

A large part of the transactions of the 
Curb brokers originated with members of 
the New York Stock Exchange, who 
placed with them orders for unlisted 
securities in which they were unable to 
deal directly. During the years immedi- 
ately preceding World War I about 75 
per cent of all transactions at the Curb 
consisted of such orders. 

In 1906 the Regular Board made a 
first move to list ‘‘all the more important 
securities now dealt in upon the Curb,” 
and in 1910 it listed many mining securi- 
ties previously traded on the Curb. The 
commission charged for mining shares 
selling under ten dollars was reduced to 
only half the usual rate. This move was 
undertaken at a time when the Curb was 
trying to give itself a formal organization 
and was designed to prevent the latter 
from becoming an organized rival ex- 
change. 

The Curb Market operated for a long 
time without a formal organization, 
though, under the leadership of E. E. 
Mendels, it acquired a high degree of 
internal discipline.’’ In 1909 Mendels, as 
the agent of the Curb, began negotia- 
tions with the New York Exchange in 
order to secure its agreement to the 
formation of the New York Curb Market 


86 The most important was Standard Oil, which 
remained at the Curb until 1920 (see Pratt, op. cit., 
p. 201). 


57 See Jones and Baker, The History of the New 
York Curb: An Authentic World Picture of the Famous 
Open-Air Stock Market, from Its Origins to the Pres- 
ent Day (New York, 1916) and The Story of a World 
Market (New York, 1921). 
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Association, which was definitely or- 
ganized in March, 1911. Its constitution, 
which was submitted for approval to 
the governing committee of the New 
York Stock Exchange, contained a 
clause (Art. XII, sec. 2), introduced ob- 
viously to conform with the interests of 
the Big Board, prohibiting the members 
of the Curb from dealing with brokers 
of the Consolidated Stock Exchange. 
“The ‘curb’ lives by mere sufferance of 
the [New York Stock] Exchange, and 
only so long as it meekly permits to be 
taken from it such business as the Ex- 
change concludes to take into itself” 
stated the Report of the Pujo Committee. 


Thus in the years preceding World 
War I the New York Stock Exchange 
definitely established its dominant posi- 
tion by reducing the Consolidated Ex- 
change to insignificance and by pre- 
venting the Curb Market from acquir- 
ing a higher degree of independence. 
Two new exchanges were formed during 
the bull-market boom of the late twen- 
ties.** Both represented attempts to 
create an organized market for securi- 
ties not traded at the existing two ex- 
changes. Their respective fields of ac- 
tivity were very limited, however, and 
they refrained from competing with the 
established organizations. The passage 
of the Securities Exchange Act of 1934, 
which placed stock exchanges under 
federal control, definitely closed the era 
of free competitive associations of bro- 
kers. 


588 The Securities Market of the New York Prod- 
uce Exchange, inaugurated in December, 1928, to 
provide a public market for over-the-counter securi- 
ties was discontinued in February, 1935: The New 
York Real Estate Securities Exchange started to 
operate only after the stock-exchange crash; it 
terminated its activities in May, 1941 (see Philip 
Nirenblatt, “The ‘Over the Counter’ Securities Mar- 
ket in New York” [unpublished thesis, College of 
the City of New York, 1933)). 
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SUMMARY AND CONCLUSIONS 


Two aspects of the history of the New 
York securities market have been 
stressed in this paper. One is the per- 
sistent effort of outside brokers to obtain 
a share in the market by organizing 
rival exchanges. The other is the impact 
of this activity on the gradual adapta- 
tion of the Regular Board to the chang- 
ing requirements of a rapidly expanding 
market. 

The formation of an outside market 
was a direct result of the exclusiveness 
of the Regular Board. This exclusive- 
ness was usually justified by spokesmen 
of the Regular Board by the desire to 
protect investors through a selective 
control of brokers and securities admit- 
ted. It is beyond the scope of this paper 
to examine how efficient the Regular 
Board was in providing such guaran- 
ties.5° In order to achieve this aim, it 
would have been more satisfactory to 
set up financial standards to be met when 
applying for membership. The limita- 
tion of the membership itself—first, by 
the provision requiring a practically 
unanimous vote of the whole member- 
ship and, later, by the fixation of the 
number of seats—had rather the goal of 
monopolizing the available business than 
of protecting customers. 

The Regular Board applied various 
means in order to achieve total control 
of the market. Drastic actions were 
taken to force rival exchanges out of busi- 
ness, as evidenced by the moves against 


. the Open Board, the Evening Exchange, 


the Long Room (after the merger of 
1869),and, for nearly forty fighting years, 
the Consolidated Exchange. In other 


5° Medbery made this point as early as in 1870: 
“Unquestionably one motive for this exclusiveness 
was the honorable desire to preserve the integrity of 
their business High above the instinct of safety, 
however, was the instinct of profit”’ (op. cit., p. 110). 
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cases, the Big Board tried to control the 
market indirectly by creating subsidiary 
organizations. The Government Bond 
Department and the Mining Exchange of 
the Civil War period (the latter was 
revived in 1877 for the same purpose) 
and later the Unlisted Department were 
such institutions. For many decades the 
Regular Board exercised a strict but in- 
formal control over the Curb Market, 
confining it to the role of an auxiliary 
organization. 

The formation of rival exchanges, as 
the New Board, the Open Board, and the 
Consolidated Stock Exchange, not to 
mention the various short-lived boards 
of the years of the Civil War, can be 
viewed as a succession of moves of out- 
side brokers to obtain by collective ac- 
tion what they could not reach indi- 
vidually. Unable to gain admittance to 
the Regular Board, they united in order 
to challenge its domination. Several 
times free brokers tried to seize the op- 
portunity offered by major speculative 
movements, usually offering to do 
business for lower brokerage fees. The 
New Board was formed during the period 
of speculation in the first railroad securi- 
ties which culminated in the panic of 
1837. The frenzy of speculation during 
the Civil War prepared the ground for 
the organization of the Open Board. The 
numerous mining exchanges were by- 
products of the successive waves of min- 
ing fever which shook the country. Min- 
ing shares offered new possibilities to 
independent brokers. For a time, much 
of the energy of outside brokers was 
diverted to what seemed a promising 
field in escaping the control of the Regu- 
lar Board. Very soon mining shares 
proved to be a highly speculative prop- 
osition, and the volume of trade did not 
live up to the expectations of outside 
brokers. Realizing the limitations of the 
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mining field, these brokers tried to use 
mining exchanges as steppingstones to a 
wider range of activities. In the seventies 
the Regular Board killed in the germ an 
attempt of the American Mining Stock 
Board to transform itself into a full- 
fledged stock exchange. In the following 
decade brokers who were confined to min- 
ing and industrial shares because the 
Regular Board (where the more lucrative 
trade in railroad securities was carried 
on) was closed to them succeeded in 
forming a rival organization. The Con- 
solidated Exchange, at which trading in 
mining shares very quickly became a 
side line, was the last attempt of outside 
brokers to acquire a share in the stock- 
brokerage business by organizing a com- 
peting exchange. 

The Open Board was the only in- 
stance in which outside brokers succeeded 
in forcing the Regular Board to accept 
them en bloc, though individual bro- 
kers, who entered security trading as 
street brokers or joined minor exchanges, 
often “graduated” to the Big Board. A 
large portion of the members of the New 
York Stock Exchange between the Civil 
War and World War I was recruited 
among the more successful members of 
the various minor exchanges. 

The Open Board apparently limited 
its activity to the securities dealt in at 
the Regular Board—amainly railroad secu- 
rities.©° Other rival exchanges consistent- 
ly tried to obtain business by dealing in 
classes of securities which were not 
traded at the Big Board, thus pioneering 
in introducing industrial and, particular- 
ly, mining securities. Outside brokers and 
their boards and exchanges rather than 
the Regular Board provided a market for 
the first crop of industrial securities. 


6° The number of securities listed at the Regular 
Board did not increase after it merged with the 
Open Board. 
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In 1885 the New York Stock Exchange 
was still predominantly a market for 
railroad securities. Its active list in- 
cluded only seven industrial shares.” 
Undoubtedly, even in the absence of 
competition, the Big Board would have 
ultimately opened its doors to securi- 
ties of industrial corporations. But the 
very existence of a rival body compelled 
the Regular Board, in spite of a strong 
inner resistance, to create its Unlisted 
Department. After the formation of the 
Consolidated Exchange the number of 
“industrial securities” which were traded 
at the Regular Board, usually first in the 
Unlisted Department, increased steadily. 
In 1913, three years after the abolition 
of the Unlisted Department, 191 in- 
dustrial against only 147 railroad issues 
were listed. 

The initiative of minor exchanges was 
of no less importance in inducing the 
Regular Board to modernize its trading 


technique. Because of the conservative 
attitude of the Big Board, many of the 
modifications in the scope and technique 
of its transactions originated with its 
rivals. The most important of these re- 


6: Compiled from a list published in Manual of 
Statistics, Vol. V (New York, 1886). 


& Myers, op. cit., p. 296. 
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forms found their place in the constitu- 
tion of the New York Stock Exchange 
only under the pressure of competition 
from rival exchanges. The continuous 
market was originally practiced in the 
Long Room. It was the Open Board 
which first vested a committee with wide 
powers to regulate its activities. An 
effective method of stock clearing was 
first devised by the Consolidated Ex- 
change, which also specialized in trad- 
ing “odd lots” (lots of less than a hun- 
dred shares). Under the pressure of the 
more dynamic and flexible rival institu- 
tions the Big Board finally adopted many 
of the more adequate techniques de- 
veloped by them. It took over the Gov- 
erning Committee, it replaced the 
“calls,” which had become so inadequate, 
by continuous trading, and it allowed 
visitors to attend its sessions. After 
World War I it began dealing in odd lots. 

Between the two world wars the New 
York Stock Exchange has been the sym- 
bol of Wall Street. It has risen to this 
position by a long struggle with rival ex- 
changes. Though outside brokers failed 
to modify the exclusive character of the 
Regular Board, their contribution in 
shaping the working mechanism of the 
modern stock exchange has been sig- 
nificant. 
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New York Stock Exchange 
New Board. 

Public Stock Board. 

Open Board of Stock Brokers... 
Gallaher’s Evening Exchange. . 


Government Bond Department. 
New York Mining Exchange. .. 
New York Petroleum Stock 


Public Petroleum Stock Ex- 
change of New York 

National Stock Exchange 

New York Mining and Stock 


American Mining Stock Board. 
New York Mining Stock Ex- 
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NEW YORK CITY STOCK EXCHANGES 


1817%3— 
1835 —1848 
1863 -—1864 
1864 —1869% 
1864 —1865°%5 
1865 -1870 
1867 —1869% 
1864 & 


1865® 


1865 
1869 


1875 
1876 —1877% 


1877 —1883 


American Mining Stock Ex- 


National Petroleum Exchange. . 

Miscellaneous Securities Board 

New York Petroleum Exchange 
and Stock Board 

New York Mining Stock and 
National Petroleum Exchange 

Consolidated Stock and Petro- 


Unlisted Department of the 
New York Stock Exchange. . 

New York Curb Exchange 

Securities Market of New York 
Produce Exchange. . 

New York Real Estate Securities 


—1883 
—1883% 
—1883% 
-1885 
~I924 


—I910 


1941 


—1935 


® Formally organized as the New York Stock and Exchange Board by members of an informal open-air 


market existing since 1792. 


* Merged in 1869 with the New York Stock Exchange. 
6s Two other evening exchanges in 1863 lasted only a few months. 


% Merged in 1866 to form the Petroleum and Mining Board, which disbanded several years later. 


* Two forerunners in 1857 and 1859, respectively. 


* Merged in 1877 with the New York Mining Stock Exchange. 


Merged in 1883 with the New York Mining Stock Exchange to form the New York Mining Stock and 
National Petroleum Exchange and absorbed the Open Board formed in 1877. 
7 Organized prior to 1883 and merged in 1885 with the New York Mining Stock and National Petroleum 
Exchange to form the Consolidated Stock and Petroleum Exchange. 


New York City 





THE DEVELOPMENT OF THE PUMP-PRIMING THEORY 
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the end of a major war brings, much 

consideration is being given to post- 
war planning. A public works program, 
whether planned or unplanned, will 
surely be a part of any policy aimed at 
postwar economic stabilization. While 
we are still in the planning stage, a careful 
examination of the development of the 
public works “pump-priming” theory 
should be of more than usual interest. 
The primary purpose, therefore, of this 
article is to give a rather exhaus- 
tive history of: the development of 
this particular theory of public works 
policy. 

The pump-priming theory has, in 
general, passed through three stages. 
The first stage was characterized by a 
recognition that public expenditures 
tend to stimulate private industry and 
that this stimulus, once started, spreads 
from industry to industry. There was no 
careful analysis, however, of just how 
and to what extent public works ex- 
penditure could be expected to stimulate 
private industry. The second stage, be- 
ginning about 1930, was characterized 
by careful attempts to describe the proc- 
ess of secondary expansion initiated in 
private industry and, under certain 
stated assumptions, to measure the mag- 
nitude of this expansion. During the last 
few years there has been a growing 
recognition that the principle of second- 
ary effects explains only how public 
works expenditure may be employed to 
“pump” private industry up to a certain 
level. To maintain the higher level with- 
out continuing the primary expenditure, 
favorable tertiary effects—i.e., induced 


F ANTICIPATION of the problems that 


expansion in private industry in addition 
to the secondary effects—are necessary. 


I 


The principle of resorting to govern- 
ment policy to “prime” private industry 
is not new. In 1723 the colony of Pennsyl- 
vania passed an act providing for a 
£15,000 sterling issue of paper money to 
remedy the “extreme” scarcity of money, 
because of which the trade of “this 
province is greatly lessened and ob- 
structed.”* A large part of this new 
money was to be loaned and was to be 
secured by mortgages on land and houses. 
The first issue was followed shortly by 
another issue of £30,000; and, according 
to reports of the assembly of the province 
and of the governor, there was a notice- 
able revival in business activity.* Thus 
Pennsylvania attempted with some al- 
leged success to revive a depressed 
economy by issuing paper money and 
loaning it out for productive purposes. 

T. R. Malthus anticipated certain 
aspects of the pump-priming theory over 
a century ago. As a remedy for depressed 
conditions such as followed the War of 
1812 he suggested that 
the employment of the poor in roads and 
public works, and a tendency among landlords 
and persons of property to build, to improve 
and beautify their grounds, and to employ 
workmen and menial servants are the means 
most within our power and most directly cal- 
culated to remedy the evils arising from that 
disturbance in the balance of produce and con- 
sumption.3 

* See Richard A. Lester, Monetary Experiments 
(Princeton, 1939), p. 71. 

* Ibid., pp. 72-73. 

3 Principles of Political Economy (2d ed.; Lon- 
don, 1836), p. 430; see also pp. 326, 417, 420-23. 
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DEVELOPMENT OF THE PUMP-PRIMING THEORY 


In 1879, Van H. Higgins, a Chicago 
lawyer, implied that public works might 
be used to stimulate private industry. 
He stated before a House committee 
conducting hearings on “business stag- 
nation” that the remedy “is by stimulat- 
ing the enterprise of the country with an 
abundance of money to do the business 
of the country”; and, when questioned 
as to how the government might put 
additional Treasury notes into circula- 
tion, he replied: 

Ihave no plan about it, but if it is desirable to 
do it, 1 am very confident that congress can de- 
vise means for doing it. It might build railroads, 


might commence works of internal improve- 
ment, might build harbors, post-offices, etc.‘ 


The First Annual Report of the United 
States Commissioner of Labor in 1886 also 
listed public works as a remedy for de- 
pression.$ 

A more definite statement of the 
stimulating effects of public works ex- 
penditure was given in ro11. A. L. Bow- 
ley stated that the effect is “like throw- 
ing a stone into a pond, which makes the 
ripples spread all over it”;® and Sidney 
and Beatrice Webb pointed out that, 
once started, both revival and depression 
spread from industry to industry.’ 

One of the earliest definite proposals 
for the use of public works to promote re- 
covery appears to be that of William 
Hard in 1916. He stated that, as soon as 
business slows down, business leaders 
“get frightened and refuse to give [busi- 
ness] fresh money—fresh power—any- 
where; and then of course it slows down 


‘House Miscellaneous Documents, I, No. 5 
(1879), 94-95. 

5’ See The First Annual Report of the United States 
Commissioner of Labor (Washington, 1886), pp. 
268-69. 

* Proceedings of the First Annual Conference on the 
Prevention of Destitution (London, 1911), p. 543. 

*See The Prevention of Destitution (New York, 
IQII), p. 122. 
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worse than before.”* In view of this 
tendency for a decline in business, once 
initiated, to spread and gather momen- 
tum, Mr. Hard suggested that “when 
the waters of business are stagnant, 
gentlemen, it becomes necessary, if I may 
say so, to prime the pump.”® 

The large orders received in the United 
States as a result of World War I indicate 
how the pump may be primed. The in- 
creased demand from these orders, ac- 
cording to Mr. Hard, “reached only a 
few of our industries directly—within a 
few months, it penetrated them all.’”** 
Similarly, our public authorities could 
provide a stimulus by accumulating re- 
serves during good years to be spent on 
public works during depression. If one- 
tenth of the $600 million spent annually 
on public works were set aside, a $300- 
million reserve would be accumulated in 
five years and the expenditure of such a 
sum “would reach the whole United 
States directly and immediately.”" He 
also stated that a large amount of public 
works was needed and that, for such a 
policy to be effective, projects must be 
selected, plans drawn, and appropriations 
made contingent upon the order of the 
president so that public works can be 
increased without delay as soon as a 
depression begins.” 

The depression of 1921 again turned 
attention to the use of public works 
to stimulate private industry. The Presi- 
dent’s Conference on Unemployment not 
only recommended a compensatory pub- 
lic works policy for substantially miti- 
gating cyclical fluctuations but also em- 
phasized the power of an expansion of 

®See “Big Jobs for Bad Times,”’ Everybody's 
Magazine, XXXV (1916), 140. 

* I bid., p. 131. Italics mine. This appears to be the 


origin of the term “pump-priming” as applied to 
public works. 


*° Ibid. 


1 Tbid., p. 133. 2 I bid., pp. 138-40. 
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public works to stimulate production, 
indicating also how the stimulus would 
operate." The expenditure of the wages 
of those directly and indirectly employed 
by such expansion creates a demand for 
goods, and the successive expenditure of 
the funds put into circulation initiates an 
increase of private production, which is 
greater than, i.e., a multiple of, the in- 
creased expenditure on public works." 
Here we have the idea of the “multi- 
plier,” which has been the subject of so 
much discussion in more recent public 
works literature. 

In 1922 Otto Mallery, an ardent ad- 
vocate of the compensatory principle, 
also emphasized the value of public 
works as a means of stimulating private 
industry during depression. He stated: 

When some industries pick up, others are 
stimulated. Consequently, it is a fact of the 
deepest significance that the wage bill of public 
works potentially contains more than enough 
water to prime the pump of private industry and 
to start a steady flow through the channels 
of production.?s 


During the remainder of the decade 
little was accomplished in the way of 
theoretical analysis of the pump-priming 
theory. However, the severe depression 
which began in the latter part of 1929 
revived interest in depression remedies, 
including public works. A typical quota- 
tion will reveal the analysis of a large 
part of the group who advocated an in- 
crease in public works expenditure as a 
means of stimulating private industry 
and of promoting recovery. The effects of 
an expansion of public works were de- 
scribed as follows: 

13See Report of the President’s Conference on 
Unemployment (Washington, 1921), p. 98. 

"4 Tbid. and Chart No. 4, p. 103. 


18See Otto Mallery, Reviving Private Industry 
through Public Works (United States Bureau of 
Labor Statistics Bull. 311 [Washington, 1922)), 
pp. 76-77. Italics mine. 
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Right away you bring into play a “spenders 
brigade”—this spenders brigade of 1,000,000 
people, they would demand products, and in a 
moment, you would have a demand for 1,000,000 
pairs of shoes, and probably 5,000,000 pairs of 
socks, and 3,000,000 shirts, and a million suits 
of clothes, to say nothing of the clothing and 
bedding and other things which their families 
would require. 


Il 


That such unqualified claims for public 
works overlooked many important fac- 
tors was recognized even by the ad- 
vocates of a pump-priming policy. It was 
also recognized that the case for pump- 
priming would be much stronger if it 
could be shown that an expansion of 
national income and employment of 
some definite magnitude might reason- 
ably be expected to follow an increase in 
public works expenditure. And this, no 
doubt, is why some of the more recent 
advocates of the pump-priming theory 
have tried to measure the “secondary” 
effect of public works, i.e., the effect on 
private industry of the expenditure of 
the incomes of those directly and in- 
directly employed in the public works 
program. The literature on secondary 
effects—at present the heart of the 
pump-priming theory—reveals two main 
approaches to the problem." 


MONETARY APPROACH 


The monetary approach was outlined 
as early as 1921 in the Report of the 
President's Conference on Unemploy- 
ment. As previously stated, the expendi- 
ture of the wages of those directly and 
indirectly employed was represented as 

*6 See Committee on Judiciary, House of Repre- 
sentatives, Hearings on S. 3059, 3060 and Others 
(71st Cong., 2d sess. [1930]), pp. 68-69. See also 
Committee on Ways and Means, Hearings on H.R. 
12353 (72d Cong., 1st sess. [1932]), pp. 149, 1735 
Committee on Commerce, Hearings on S. 2475 
(7oth Cong., rst sess. [1928]), p. 8. 

*7 See J. M. Clark, Economics of Planning Public 
Works (Washington, 1935), p. 96. 
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creating a demand for goods and the 
successive expenditure of the funds put 
into circulation as initiating an increase 
of private production greater than the 
increased expenditure on public works."* 
R. G. Hawtrey was one of the first to 
point out that an ingrease in government 
expenditure can give additional employ- 
ment only if it increases the velocity of 
circulation of money, which he believes 
is likely only in exceptional cases, or if 
it is financed by the creation of credit." 
With reference to the merit of an ex- 
pansion of public works as a means of in- 
creasing employment, he states: 
Here, then, is the real virtue of the prosposal. 
If the new works are financed by the creation of 
bank credits, they will give additional employ- 
The public works are merely a piece 
of ritual, convenient to people who want to be 
able to say that they are doing something, but 
otherwise irrelevant. To stimulate an ex- 
pansion of credit is usually only too easy.?° 


However, he did not follow up this 
analysis with any attempt to use the 
increase in the quantity of money and/or 
of its velocity as a technique to estimate 
the magnitude of the secondary effects. 

One of the first attempts to estimate 
the size of the secondary effects seems 
to have been that of V. A. Mund in 
1930." He divides the construction pay- 
ments into three parts: (1) the “direct” 
payments for labor, (2) the “direct’’ pay- 
ments for materials and their trans- 
portation, and (3) the “final payments 
for interest, rent, profits and taxes.’ 


See the Report, p. 98, and Chart No. 4, p. 103. 
The chart indicates the idea of the “multiplier.” 
See also Mallery, op. cit., pp. 76-77. 


"See “Public Expenditure and the Demand 
for Labour,” Economica, March, 1925, pp. 43-45. 


* Ibid., pp. 43-44. Italics the author’s. 


* See “Prosperity Reserves of Public Works,” 
Annals of the American Academy of Political and 
Social Science, CXLIX, Part II (1930), 1-49. 


* Ibid., p. 15. 
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Thus the funds paid out on public con- 
struction will finally become additional 
income to the laborers, landlords, capital- 
ists, and entrepreneurs engaged directly 
and indirectly on the construction pro- 
gram.*> But, he adds, it is “a patent 
fact” that this money will be spent more 
than once. “The original recipients of the 
money, the laborers, the landlords, the 
capitalists, and the entrepreneurs, will 
in turn spend it for hundreds of com- , 
modities.” The secondary recipients of 
the construction money will likewise 
spend it for goods and services so that 
the “ultimate effect” on private in- 
dustry will be “tremendous.” 

Mund is of the opinion that the ad- 
ditional expenditure due to public works 
will be for consumers’ goods, since 
capital equipment during depression is 
more than adequate to meet current de- 
mands* and therefore limits his analysis 
to the secondary effects on consumption. 
The ultimate effect of the multiple spend- 
ing of the construction payments on 
labor incomes will be determined by the 
total amount of consumers’ goods called 
forth, and this in turn will be determined 
by “the number of times that the con- 
struction money is spent and by the ex- 
tent to which it is spent for consumers’ 
goods.’** He estimates that 80 per cent 
of the primary expenditure goes to labor; 
that “probably eighty per cent of the 
value of consumers’ goods” is represented 
by labor costs; that the velocity of cir- 
culation of money, i.e., bank deposits, 


23 Mund tacitly assumes, apparently, that all the 
primary expenditure will become additional income 
to domestic recipients and that it is additive— 
that is, represents a met increase in aggregate ex- 
penditure. These two important qualifications, how- 
ever, are not mentioned. 


*4Mund, op. cit., Annals, CXLIX, Part II 
(1930), 16. Mund is concerned with secondary 
waves of expansion in nef income. 


*5 I bid. ** Ibid, 
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is 25 annually;?’ that one-half of in- 
dividual incomes flows back to business 
through retail shops; and that these in- 
comes flow through five stages before be- 
coming consumer income again.** There- 
fore, ‘“‘money has a turnover of 5 in 
ripening one lot of consumers’ goods,” or, 
expressed in current terminology, the 
annual income or circular velocity of 
money in the consumers’ goods indus- 
tries is estimated at 5.” 

From these estimates it is easy to cal- 
culate the effect of a given primary public 
works expenditure on total labor income. 
Since it is estimated that 50 per cent of 
individual incomes is spent for con- 
sumers’ goods in retail shops, the first 
increment to labor incomes will be 80 
per cent of 50 per cent of the construction 
expenditure, and the initial secondary 
expenditure of the construction money 
for consumers’ goods will add 40 per 
cent of the primary expenditure to the 
incomes of laborers. Since the author 
estimates that “five batches” of con- 
sumers’ goods will be “ripened” in a 
year, the total addition to wages during 
a year would be five times 40 per cent or 
“two hundred per cent of the con- 
struction appropriation.’’*° Mund con- 
siders this “ratio” a “particularly useful 
device” in that it may help public 
authorities to determine the required 
magnitude of a public works program and 
that it makes possible a more accurate 

*7 He assumes that the money released by the 
construction payments will also circulate at the rate 
of twenty-five times per year (see ibid., p. 17). 

’ % Tbid., pp. 15-18. 

** This is much higher than J. W. Angell’s esti- 
mates of circular velocity for industry as a whole 
— Behavior of Money [New York, 1936], p. 
190). 

3° Mund, op. cit., Annals, CXLIX, Part II 
(1930), 18. It should be noted that Mund as- 
sumes a “leakage’”’ of 50 per cent but that it is 
not compounded, that is, it is applied only to the 
first secondary expenditure. 


discussion of the secondary effects.” 
Thus one of our own economists worked 
out a modified form of the multiplier, 
though the Englishmen, J. M. Keynes 
and R. F. Kahn, are usually given credit 
for it. 

Mund also recognized “leakages,” al- 
though he did not use the term. Some of 
the additional expenditures for con- 
sumers’ goods may go toward a reduction 
of surplus inventories instead of em- 
ploying labor to produce more goods, and 
some may be used to pay off existing in- 
debtedness.*? As an allowance for these 
factors he assumes that the 80 per cent 
of the primary expenditure which goes 
to labor directly and indirectly em- 
ployed in public construction “could 
be used for clearing the market of exist- 
ing consumers’ goods and for liquidating 
current indebtedness.”*+ He therefore ex- 
cludes from his estimate of the secondary 
effects the expenditure of the first or 
primary increment to labor incomes re- 
sulting from the construction payments. 

It is obvious that the method em- 
ployed by Mund is a roundabout way of 
applying the monetary principle.** As- 
suming, as he did, that one-half of the 
increment to the quantity of money re- 
mains in circulation®* and that there is 
a circular velocity of 5, the total ex- 
pansion of incomes resulting from 4 
$1,000,000 addition to the quantity of 
money would be five times $500,000, or 
$2,500,000; and, since he assumes that 


3" Tbid., p. 19. 

# It is true that they employed a different ap- 
proach, as will be explained shortly. 

33 Mund, of. cit., Annals, CXLIX, Part II (1939), 
18-19. 

34 I bid., p. 19. 

sHe entitles this section of his work “The 


Velocity of Money Technique—a Device for Measur- 
ing the Effects of Public Work” (see ibid., p. 15). 


36 He assumes a single original leakage of 50 per 
cent. 
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8e per cent goes to labor, the total ad- 
dition to wage incomes would be 80 per 
cent of $2,500,000, or $2,000,000. 
Contributions to the monetary analysis 
were also made by J. M. Clark and by 
Hans Neisser.*’ Clark pointed out that, if 
circular velocity remains constant, public 
works expenditure can impart a stimulus 
to private industry only if it results in 
an increase in the quantity of money in 
circulation and that the upper limit to 
the secondary effects would be the 
product of the increase in the quantity of 
money multiplied by its circular velocity 
for the period in question.** But, as 
Neisser points out, this upper limit may 
be reduced by debt repayment and 
hoarding.*® If, however, a given volume 
of money were put into circulation by 
public works and it continued to cir- 
culate, it would maintain the increase it 
had brought about, with the result that 
the total secondary effects would be 
“infinity limited only by time” ;*° and if 
the primary expenditure continued,* the 
result would be a continuous and regular 
cumulative increase in the secondary 
effects, such as might be represented by a 
straight-line increase or upward trend.” 
But, as Clark points out, circular 
velocity is not likely to remain constant. 
The best evidence available indicates 
that it decreases during depression and 
increases during prosperity.“ Hence, if 
37Clark, op. cit., pp. 96-100; Hans Neisser, 
“Secondary Employment: Some Comments on 


R. F. Kahn’s Formula,” Review of Economic 
Statistics, XVIII (1936), 24-30. 


3§ See Clark, op. cit., p. 96; Neisser, op. cit., Re- 
view of Economic Statistics, XVIII (1936), 28. 


39See Neisser, op. cit., Review of Economic 
Statistics, XVIII (1936), 28. 


* See Clark, op. cit., p. 96. 


_ Assuming it continues to be financed by an 
increase in the quantity of money. 


# See Clark, op. cit., Chart 5, p. 97. 
“8 Ibid., pp. 97-98; Angell, op. cit., p. 190. 
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public works expenditure promotes re- 
covery, it is likely to be accompanied by 
an increase in the circular velocity of 
money, which will cause the secondary 
effects to be greater. This tendency for 
circular velocity to increase. may be 
offset, however, by the fact that as re- 
covery proceeds it is likely to become 
increasingly difficult to finance public 
works by credit expansion without de- 
priving private industry of funds it would 
use otherwise.*4 

It is apparent that it would be difficult 
to calculate the secondary effects by 
estimating the net increase in the volume 
of money resulting from the primary 
expenditure, the amount of the increase 
which continues in circulation, and the 
effect on circular velocity. Perhaps this 
is one reason why few attempts have 
been made to apply this method. Never- 
theless, some of our most noted econo- 
mists have stated that the magnitude of 
the secondary effects is the product of 
the addition to the quantity of money 
multiplied by its circular velocity.“ 


* INVESTMENT APPROACH 


In 1931 R. F. Kahn made a new at- 
tempt, by a slightly different approach, 
to measure the secondary effects of pub- 
lic works expenditure.“ The principle de- 


44 See Clark, op. cit., pp. 98-99. 

45 See, e.g., J. W. Angell, “The General Dynamics 
of Money,” Journal of Political Economy, XLV 
(1937), 337-38, 341-42; Neisser, op. cit., Review of 
Economic Statistics, XVIII (1936), 24-30. Dennis 
H. Robertson states that it is doubtful whether the 
multiplier “constitutes much advance over more 
crudely ‘monetary’ weapons of thought”’ (see “Some 
Notes on Mr. Keynes General Theory of Employ- 
ment,” Quarierly Journal of Economics, LI [1936], 
175). 

4*See “The Relation of Home Investment to 
Unemployment,” Economic Journal, XLI (1931), 
173-98. Kahn has been credited with first having 
introduced this principle. See J. M. Keynes, The 
General Theory of Employment, I nterest, and Money 
(New York, 1936), p. 113; Fritz Lehmann, “The 
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veloped is applicable, according to Kahn, 
“to the effects of any net increase in the 
rate of home investment,” although 
government expenditure on roads is used 
as an example.‘7 The nature of the 
secondary expansion to be measured is 
described as follows: 


To meet the increased expenditure of wages 
and profits that is associated with the primary 
employment, the production of consumption 
goods is increased. Here again wages and profits 
are increased, and the effect will be passed on, 
though with diminished intensity. And so on 
ad infinitum. The total employment that is set 
up in this way in the production of consumption 
goods will be termed the “‘secondary”’ employ- 
ment.** 


However, because of certain “allevi- 
ations,” these beneficial effects or reper- 
cussions will be passed on with di- 
minishing itensity. These alleviations are 
the “saving on the dole,” expenditure of 
a part of the additional income for im- 
ported goods, and the saving of a part of 
the increased profit resulting from the 
increased investment.‘*® 

In his attempt to measure the second- 
ary effects, Kahn assumes (1) that the in- 
crease of employment on roads Will not 


Role of the Multiplier and the Interest Rate in 
Keynes’ General Theory,” in The Economic Doctrines 
of J. M. Keynes (New York, 1938), p. 53. However, 
Jens Warming states that the principle was first 
developed by a Danish engineer in 1928 relative to 
the increase of employment resulting from work 
“captured” for home industry from a foreign 
country by means of trade barriers (see “Inter- 
national Difficulties Arising Out of the Financing of 
Public Works during Depression,” Economic Journal, 
XLII [1932], 217). Moreover, V. A. Mund, al- 
though he did not employ the investment approach, 
worked out a theory of secondary effects in 1930, as 
has just been pointed out. 

47 Kahn, op. cit., Economic Journal, XLI (1931), 
173. 

48 IT bid. 

4« [bid., pp. 176, 185. He assumes that the dole is 
not financed by taxation, for, if so, the reduction in 
taxes would mean that the taxpayer would have 
more to spend. 


CLAY J. ANDERSON 


be at the expense of employment else- 
where, (2) that money wages and prices 
do not rise, and (3) that the supply of 
consumption goods is “perfectly elas- 
tic.”’s° In other words, the primary public 
works expenditure flows into an economy 
in which, by assumption, other factors 
remain the same. 

His formula for secondary employ- 
ment, K/(1 — K), is too well known to 
students of economics to require detailed 
explanation here. The reader will recall 
that K represents the fraction of the 
additional income which is spent for 
“home-produced consumption-goods”; 
and, if we assume that it is one-half, one 
man would be brought into employment 
for every man placed into primary em- 
ployment at the construction site and in 
producing and transporting the ma- 
terials used. Thus the ratio of secondary 
to primary employment would be 1:1. 

This same basic principle of the 
secondary effects of public works was ex- 
pounded by J. M. Keynes in his earlier 
writings.” He also visualizes the primary 
expenditure as initiating a series of 
“repercussions” or waves of expenditure, 
which, because of leakages, are « 
diminishing force. However, Keynes di 
vides the primary expenditure into two 
parts; that which does not and that 
which does become additional income to 
Englishmen.” The former portion of the 
primary expenditure consists of (1) the 
expenditure for imports; (2) the cost of 
goods which are taken from inventory 
and are not replenished; (3) the cost of 
men and equipment which are merely 

5°] bid., pp. 174-75, 182-83. 

st See The Means to Prosperity (London, 1933); 
“The Multiplier,” New Statesman and Nation, 
April 1, 1933, pp. 405-7. Keynes does not state 
whether he refers to gross or net income and ex- 
penditure, but it is presumably the latter. 

 E.g., see Keynes, op. cit., New Statesman and 
Nation, April 1, 1933, p. 406. 
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diverted from other employment; and (4) 
the saving on the dole if financed by 
borrowing or other inflationary methods. 
The part which does become additional 
income is also divided into two parts: 
that which is saved and that which is 
spent, including expenditure on durable 
objects. He estimated that 70 per cent of 
the primary expenditure would become 
additional income to Englishmen and 
that 70 per cent of the additional in- 
come would be spent. These two ratios 
multiplied together will give the ratio of 
the first “‘repercussion” to the primary 
expenditure; the second repercussion will 
be 0.70 X 0.70 or 49 per cent of the first, 
and so on. Therefore, the series of re- 
percussions may be represented by 
(1+$ +3447 5.... = 2), or the “mul- 
tiplier.”’s 

While Keynes adopted the same funda- 
mental principle of secondary effects 
developed by Kahn, he made some con- 
tributions of his own. He recognized, as 
other leakages which diminished the 
magnitude of the secondary effects, ex- 
penditure for goods which were taken 
from inventory, for resources drawn 
from other employment, and savings 
from the additional incomes other than 
profits. Moreover, he included expendi- 
ture for both consumers’ and durable 
goods, whereas Kahn limited secondary 
efiects to the consumption-goods in- 
dustries. Finally, Keynes recognized that 
the multiplier is not likely to remain 
constant but will probably diminish over 
a period of time as the primary expendi- 
ture continues.* 

A somewhat different conception of the 
multiplier is set forth by Keynes in his 
book The General Theory of Employment, 
Interest, and Money, in which it is in- 

“Ibid. Using Kahn’s formula, the multiplier 
would be 1 + (K/1 — K). 

4 See ibid. 


151 


corporated as an “integral part”’ of his 
general theory of employment. He states 
that “‘it establishes a precise relationship, 
given the propensity to consume, be- 
tween aggregate employment and income 
and the rate of investment” ;** and that 
“it tells us that, when there is an incre- 
ment of aggregate investment, income 
will increase by an amount which is 
k times the increment of investment.”* 

The “new” multiplier, it will be ob- 
served, depends on the marginal pro- 
pensity to consume and not on the ad- 
ditional expenditure for both consump- 
tion and durable goods as formerly. 
According to Keynes, the marginal pro- 
pensity to consume is less than unity be- 
cause of the “normal psychological law” 
that “when the real income of the com- 
munity increases or decreases, its con- 
sumption will increase or decrease but 
not so fast 87 Moreover, the mar- 
ginal propensity to consume is of “‘con- 
siderable importance, because it tells us 
how the next increment of output will 
have to be divided between consumption 
and investment.” If, for example, the 
marginal propensity to consume is 9/10, 
for every unit increase in investment 
there must be a nine-unit increase in the 
production of consumption goods, for if 
it were otherwise the community’s 
chosen ratio between consumption and 
investment would be upset. Thus a one- 
unit increment in investment plus the 
nine-unit increase in the production of 
consumers’ goods stimulated by it 
would give a total increase in production 
of ten units, and the multiplier would be 
10. If the marginal propensity to con- 
sume is zero, none of the primary ad- 


88 See The General Theory, p. 113. 

56 J bid., p. 115. He lets & represent the multiplier. 
51 [bid., pp. 114-15. 

5* Tbid., p. 115. 
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dition to income would be spent for con- 
sumption, and the net addition to in- 
come would merely be equal to the in- 
crement in investment. If, however, the 
marginal propensity to consume is unity, 
“there will be no point of stability and 
prices will rise without limit.”’* In the 
former case the multiplier would be 1, 
and in the latter it would be infinitely 
large. We may say, then, that the 
multiplier is equal to 1 divided by 1 
minus the marginal propensity to con- 
sume.*° 

In this later analysis Keynes also 
draws a distinction between the “logical 
theory of the multiplier, which holds 
good continuously, without time-lag, at 
all moments of time,” and the conse- 
quences of an expansion in the capital- 
goods industries, which, not being fore- 
seen by entrepreneurs, takes effect 


gradually, “subject to time-lag, and only 
after an interval.’ This distinction fol- 
lows naturally from the above analysis. 


If we assume a going economy in which 
the equilibrium between the production 
of consumers’ and of producers’ goods is 
being maintained, every increment of 
total output would include a certain 
ratio of consumption and investment 
goods according to the community’s 
marginal propensity to consume. Hence, 
if we assume a situation in which entre- 
preneurs expect a given increment in 
investment and have estimated correctly 
the marginal propensity to consume, for 
example, 9/10, then it would be true 
that for every increment in the output 

89 Jbid., p. 117. This, however, is not actually true 
for a short-period analysis. In fact, an expansion of 
public works will be more effective in stimulating 
private industry if people choose to spend all of 
their additional income than if they spend only 
a part of it (cf. Gottfried Von Haberler, Prosperity 
ond Depression (Geneva, 1939], p. 23). 

6 See Haberler, of. cit., p. 225. 

6 Tbid., pp. 122-23. 
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of investment goods there would occur 
pari passu a ninefold increase in the out- 
put of consumers’ goods.” Only in that 
way could balanced progress bes main- 
tained. But, if we assume an unexpected 
increment in investment, the resulting 
increase in consumers’-goods production 
will be gradual. The increase of invest- 
ment will increase consumer incomes, 
which, when spent, will increase the de- 
mand for and production of consumers’ 
goods. The incomes of those producing 
the consumers’ goods will be increased, 
and they in turn will increase their ex- 
penditure for consumers’ goods, and so 
on. Hence the production of consumers’ 
goods will increase only as called for 
by a series of increments of consumer 
income and expenditure and, conse- 
quently, only with a time-lag.* 

The logical theory of the multiplier, 
as developed by Keynes, was apparently 
not intended as a device for measuring 
the actual secondary effects of an incre- 
ment of investment, for example, a given 
increase in public works expenditure. 
Keynes states: “The fact that an un- 
foreseen change only exercises its full 
effect on employment over a period of 
time is important in certain contexts;— 
in particular it plays a part in the 
analysis of the trade cycle 
sequently, it is the concept of the multi- 
plier originally developed by Kahn and 
Keynes—the one which holds good only 
with a time-lag—that is appropriate for 
estimating the secondary effects of public 
works expenditure. However, for this 
purpose the theory of the multiplier has 
been still further developed and elabo- 
rated. 


6 See Lehmann, of. cit., pp. 55-56. 

63 See Keynes, The General Theory, pp. 123-24- 
64 See Haberler, op. cit., pp. 227-28. 

6s The General Theory, p. 124. 
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Although Kahn developed the theory 
of secondary effects, which later came 
to be called the “theory of the multi- 
plier,” as a general principle applicable 
to any increase in “home investment,” 
it was not long before this principle was 
being employed specifically as a device 
for estimating the secondary effects that 
might be expected to emanate from a 
given public works expenditure. In 1933 
Keynes used the principle developed by 
Kahn* to estimate the increase both in 
employment and in national income re- 
sulting from a given expenditure on 
public works. Later J. M. Clark and 
Gerhard Colm and Fritz Lehmann used 
a similar principle, but with modifica- 
tions, to estimate the effect of an ex- 
pansion of public works on the national 
income.*® M. Mitnitzky also used the 
same basic principle for estimating the 
effect of public works expenditure on the 
“gross receipts” and sales of “business 
undertakings,” as well as on employ- 
ment.” It was largely through such 
efforts to apply the principle of the 
multiplier to an actual situation that 
shortcomings were discovered and ad- 
ditional contributions made. 

The old controversy as to whether an 
increase in public works results in an 

* Kahn did not use the term “multiplier” in his 
article (see Kahn, op. cit., Economic Journal, XLI 
[1931], 173-98). 

hy He so states (see The Means to Prosperity, p. 
II). 

8 Tbid., pp. 12-13. He states that the “appropri- 
ate multiplier” for estimating the increase in national 
income is “much the same as in the case of em- 
ployment” except that for the former “we do not 


have to make the same deduction for a rise in 
prices,”’ 


* Clark, op. cit., pp. 85-96; G. Colm and F. 
Lehmann, “Public Spending and Recovery,” Social 
Research, III (1936), esp. 144-45. 

“The Effects of a Public Works Policy on 
Business Activity and Employment,” J ternational 
Labour Review, XXX (1934), 435-56. 
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equivalent increase in aggregate ex- 
penditure continues. Obviously, the mul- 
tiplier is applicable only to the net in- 
crease in total expenditure. Keynes and 
Kahn admitted that, if the method of 
financing employed caused a rise in the 
interest rate or if business confidence is 
disturbed, private investment will de- 
crease and offset to that extent the in- 
crease in public works expenditure.” 
Another group makes the same point in 
a different way—namely, that the public 
works expenditure must be financed 
either by new money or by an increase in 
the velocity of circulation, or both.” 
Whether the government can finance 
public works without diverting funds 
from private industry is still debated, but 
it is generally admitted that a pump- 
priming program should be accompanied 
by an easy credit policy so that a mini- 
mum of funds will be diverted from 
private enterprise.” 

It is possible that the increase in 
aggregate expenditure may be greater 
than the primary expenditure itself. The 
purchase of materials and equipment for 
public works might force some entre- 
preneurs to borrow and to buy new 
equipment to be able to meet the new 
demand, although this is not likely to be 
the case during depression when unused 
plant capacity exists.’* Moreover, in cer- 
tain branches of industry, in which for 

™ Kahn, op. cit., Economic Journal, XLI (1931), 
174-75; Keynes, The General Theory, pp. 119-20. 

» E.g., see Hawtrey, op. cit., Economica, March, 
1925, pp. 38-48; Neisser, op. cit., Review of Economic 
Statistics, XVIII (1936), 25, 30. 

73 As an example of those who think it can, see 
Lloyd George, We Can Conquer Unemployment 
(London, 1929), esp. pp. 54-61; J. M. Keynes, The 
Means to Prosperity, pp. 9-16. For the opposing 
arguments see Memoranda on Certain Proposals, 
Relating to Unemployment, Cmd. 3331 (London, 
1929), PP. 50-51. 

14 See Clark, op. cit., p. 86; Mitnitzky, op. cit., 
International Labour Review, XXX (1934), 438. 











technical reasons, a definite ratio be- 
tween inventory and sales is desirable, an 
increase in sales may result in a still 
greater increase in inventory.’> In either 
case the increase in total expenditure, ex- 
clusive of secondary effects, would be 
greater than the primary public works ex- 
penditure. 

Another factor only recently recog- 
nized as important is the time-lag be- 
tween successive waves of expenditure 
of the public works funds. This factor was 
almost completely ignored by Keynes 
and Kahn in their analysis of secondary 
effects.” Nevertheless, if the principle of 
the multiplier is to be advanced as an 
argument for pump-priming, the time 
element is important. The mere sum- 
mation of a geometric progression which 
holds good only for an infinitely long 
period of time is of little value to anyone 
considering the short-term effects of 
public works expenditure. It has been 
recognized that the length of this time- 
lag will be affected by the type of per- 
sons receiving the additional income, 
i.e., laborers, farmers, entrepreneurs, etc., 
and by business confidence which will in- 
fluence especially the entrepreneur in 
making his decision to spend his in- 
creased receipts.” 

The usual assumption that other 
factors remain the same was attacked as 
being unrealistic.”* The public expendi- 
ture itself, and economic change are 
likely to cause a variation in the size of 
the multiplier.”? There are various rea- 

5 Mitnitzky, op. cit., International Labour Re- 
view, XXX (1934), 438. 


76See Kahn, op. cit., Economic Journal, XLi 
(1931), 183; Keynes, The Means to Prosperity, p. 10. 

77 Clark, op. cit., p. 116; Mitnitzky, op. cit., Jn- 
ternational Labour Review, XXX (1934), 450. 

7 See Alvin H. Hansen, Full Recovery or Stagna- 
tion (New York, 1938), pp. 122-23. 


7” Rufus Tucker, “Mr. Keynes’ Theories Con- 
sidered in the Light of Experience,” in The Economic 
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sons, such as an increasing difficulty in 
financing the primary expenditure without 
diverting funds from private industry, 
increased savings, more expenditure for 
imports, and rising prices, for believing 
that the multiplier will decrease. On the 
other hand, reduction of inventories, the 
possibility that workers will spend a 
larger portion. of their additional in- 
comes as incomes increase and old debts 
are paid, and growing business confidence 
may cause the multiplier to increase as 
the pump-priming program continues.” 

Finally, the multiplier formulas have 
been criticized as not including all the 
many factors which enter into the de- 
termination of the secondary effects of 
public works expenditure. The factors 
which determine the volume of employ- 
ment and production are too diverse and 
too intangible to be summed up in any 
mechanical formula. 


Il 


The final sequence or tertiary effect 
of public works expenditure is the in- 
duced expansion in private industry 
called forth by, but which is in addition 
to, the primary and secondary expansion. 
Some writers include in the term “terti- 
ary effects” only induced changes in 
private investment,®** while others in- 
clude induced private business and con- 
sumer expenditure.* 


Doctrines of John Maynard Keynes (New York, 
1938), p. 48. 

8° Clark, op. cit., pp. 86, 88, 93; Keynes, op. cil., 
New Statesman and the Nation, April 1, 1933, P- 
406. 

8: Clark, op. cit., pp. 102-3. 

8 Paul A. Samuelson, “Interactions between the 
Multiplier Analysis and the Principle of Accelera- 
tion,” Review of Economic Statistics, XXI (1939), 
75; Lehmann, of. cit., pp. 59-60; Clark, op. cil., 
Pp. 89-90. 

83 Gerhard Colm and Fritz Lehmann, op. cit., 
Social Research, III (1936), 132-33- 
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This theory of a final sequence, in the 
sense of a distinct aspect of the effects of 
public works expenditure, is relatively 
new in public works literature and at 
present has not been developed as care- 
fully as the theories of secondary effects. 
The analyses of secondary effects were 
usually made under the assumptions 
that the primary expenditure was a net 
increase in aggregate expenditure and 
that other conditions would remain the 
same. In these assumptions, however, 
there is implicit another fundamental 
assumption—that the identical amounts 
which are spent by consumers are even- 
tually received as net income by another 
group of recipients;*4 and this implies, 
further, that business firms spend identi- 
cally the amounts they receive as a result 
of the primary and secondary effects. 
But this will be true only if business firms 
do not increase or decrease their invest- 
ments or change the cash balances they 
carry. It is evident, on the one hand, that 
the factors isolated by these assumptions 
will have an important bearing on the 
total effect of an expanded public works 
program and, on the other, that the 
chances that these assumptions will hold 
true in fact are almost nil. Yet relatively 
little has been done toward a careful 
analysis of tertiary effects, especially by 
the advocates of pump-priming. The 
critics of pump-priming have been more 
active in calling attention to the probable 
adverse reactions on private industry. 

There are several reasons, however, why 
an expansion of public works may result 
in a tertiary expansion in private in- 
dustry. The secondary expansion in the 
consumers’ goods industries may, via 
the acceleration principle, stimulate pri- 


“See Fritz Machlup, “Period Analysis and 
Multiplier Theory,” Quarterly Journal of Eco- 
nomics, LIV (1939), 22. 





vate investment.*s The acceleration prin- 
ciple, in its more rigorous form, postu- 
lates a certain quantitative relationship 
between the production of finished goods 
and that of the producers’ goods used in 
their creation. However, such a rigor- 
ous statement of the principle is hardly 
tenable. An increase in the demand for 
finished goods does not necessarily mean 
an addition to capital equipment. The 
output of finished goods may be in- 
creased by using the existing equipment 
more intensively, although only at a 
rising cost per unit of product.*’ Further- 
more, even if capital equipment must 
be added as the result of an increased 
demand for the finished product, the 
alternative will usually exist of adding 
more or less durable equipment. Whether 
or not a roundabout method of pro- 
duction is selected will depend partly 
on other factors, such as the rate of 
interest and profit expectations.** There 
is one obstacle which may retard or even 
prevent entirely the operation of this 
principle, namely, the existence of surplus 
stocks and unused plant capacity. Haber- 
ler states: “So long as there is unused 
capacity (or dealers are overstocked), the 
acceleration principle of derived demand 
will not come into play.”*® Keynes 
thinks that the reduction of stocks was 
an important offset in the United States, 


8s Paul A. Samuelson, “The Theory of Pump 
Priming Reéxamined,” American Economic Re- 
view, XXX (1940), 497-503. Keynes mentions that 
increased consumption will tend to stimulate pri- 
vate investment and calls this tendency a “forti- 
fication” of his argument (see “The General 
Theory of Employment,” Qwarterly Journal of 
Economics, LI [1937], 220-21). 

86 For an excellent statement and analysis of the 
principle see Haberler, Prosperity and Depression 
(rev. ed., 1939), pp. 88-98. 

87 Assuming that the scale of output has been 
adjusted to the least-cost point. 


88 Haberler, op. cit. (rev. ed.), pp. 97, 307. 
89 Tbid., p. 96. 
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during 1933 and 1934, to the loan ex- 
penditures made by the government.” 

However, the effect on the entre- 
preneur’s inventory policy may be more 
favorable. Decisions regarding invento- 
ries, since entrepreneurs expect to dispose 
of them in a short period of time, are 
based largely on short-term expectations 
regarding future demand and prices. The 
continuation of the pump-priming policy 
may cause entrepreneurs to anticipate 
an increased volume of sales, at least for 
the near-term future. Moreover, pump- 
priming may halt the process of de- 
flation, eliminate fear of further price 
declines, and may even lead entrepre- 
neurs to expect an increase in prices. 
Thus the expectation both of an increased 
demand and of an improved price situa- 
tion may lead to an increase in invest- 
ments in working capital, which will 
augment the stimulus provided by the 
public works expenditure. 

The “expansive” types of private in- 
vestment, such as the installation of 
durable equipment for the purpose of 
expanding plant capacity in old in- 
dustries, for the establishment of new 
industries, and for the opening-up of new 
territory, may take place quite in- 
dependently of current changes in con- 
sumption.” The reason is that entre- 
preneurs making such investments con- 
template the use of this equipment for a 
long period of years and therefore ex- 
pect that the yield from its use during 
the life of the asset will cover its cost.” 
These investment decisions are based on 
long-term expectations, and, therefore, 
@ pump-priming policy is likely to be 
much less effective in stimulating this 
type of investment. 


9% The General Theory, pp. 331-32. 


* See Hansen, op. cit., pp. 50-51; Haberler, op. 
cit. (rev. ed.), p. 98. 


* Keynes, The General Theory, pp. 135-41. 
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Finally, there is the possibility that 
the primary and secondary effects may 
cause consumers to borrow or draw on 
idle balances and to increase their ex- 
penditure by more than their additional 
income. The acceleration principle may 
apply in the case of consumers’ durable 
goods, such as houses and motorcars, 
as well as producers’ durable goods.” 
Durable consumers’ goods are not used 
up immediately but continue to yield 
their services over a period of years. 
Therefore, an increase in consumer de- 
mand for the services of these durable 
goods will cause an increase in the ex- 
penditure for these goods several times 
greater than the value of the annual 
service ;*4 and, by stimulating instalment 
buying, a pump-priming policy may 
cause the increase in consumers’ ex- 
penditure to be greater than the addi- 
tions to their income. Nor does this re- 
sult appear improbable. The National 
Resources Committee states: “Similarly, 
an increase in income, that represents a 
return to levels to which a family was 
accustomed at some earlier date, is likely 
to involve a greater than balanced ex- 
penditure on durable and semidurable 
goods.’’95 

We must now revert once again to the 
leakages discussed in the theory of 
secondary effects and examine their pos- 
sible indirect effects. Debt repayment, 
if to banks, reduces bank assets and 
liabilities (by decreasing deposits) and 
thus improves the reserve position of the 
banks. In any case, debt repayment 
tends to strengthen the credit and 
financial position of the recipient firms. 
That part of additional income which is 
hoarded adds to the liquidity of in- 

%3 Haberler, op. cit. (rev. ed.), pp. 92-04, 308-9. 

% Ibid., p. 308. 


%8 National Resources Committee, The Structure 
of the American Economy (Washington, 1939), P- 15- 
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dividuals and business firms and tends to 
satisfy liquidity preference. A more liquid 
condition in the money market is likely to 
lead to easier credit and lower interest 
rates, first, in the short-term market and, 
unless business confidence is too seriously 
disturbed, later in the long-term market. 
These conditions are favorable for the 
absorption of commercial paper and 
securities floated by private industry 
and therefore may encourage private 
borrowing and investment. Thus leak- 
ages, although diminishing the secondary 
effects, may build up a condition of 
liquidity and ease in the money market 
which may tend to stimulate private in- 
vestment. ; 

This line of reasoning is borne out in 
part by German experience. Government 
deficit spending there in 1933 and 1934 
was accompanied by a large amount of 
savings, a portion of which was used for 
debt repayment, resulting in a very 
easy short-term money market.” Lack 
of confidence, however, caused savers to 
prefer short-term, liquid investments 
such as public works bills, and for this 
reason the long-term money market re- 
mained rather tight and interest rates 
high. Hence liquidity in the short-term 
market contributed little, if anything, to 
the revival of long-term investment. The 
primary and secondary expansion gener- 
ated by deficit spending on public works, 
however, may cause.consumers and pro- 
ducers to reduce their expenditure in 
other directions so that the deflationary 
effects thereby initiated may largely 
or completely nullify the stimulating 
secondary effects. 

Frequently the criticism is made of 
pump-priming that “for every dollar the 
government borrows and spends.... 


* Kenyon E. Poole, German Financial Policies, 
1932-39 (Cambridge, Mass., 1939), pp. 89-90, 114, 
141, 
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private enterprise is deterred from spend- 
ing two”*’? or that it “may easily dis- 
courage a greater amount of new private 
spending than it replaces.’’** Such state- 
ments are often made without any 
systematic analysis to support them. 
Nevertheless, sound reasons have been 
advanced to the effect that an expansion 
of public works may retard or even di- 
minish private investment. 

It is true, as is usually stated by the 
advocates of pump-priming,®® that the 
existence of idle factors of production, 
ie., an elastic supply, precludes any 
material increase in the prices of com- 
modities and the factors of production 
under conditions of free competition. 
Under such circumstances an increase of 
demand would be met by an increase of 
production rather than of prices. Hence 
under free competition, a pump-priming 
policy would not cause any significant 
imcrease in prices and costs until pro- 
ductive resources were being fully used 
or, in other words, until full recovery 
had been attained. 

This may not be true, however, where 
producers exercise some jurisdiction over 
prices. Entrepreneurs anticipating an in- 
crease in their volume of business through 
large government purchases may attempt 
to take advantage of the situation by 
raising prices. There is evidence that 
this occurred in connection with the 
public works program in the United 
States. Some of the explanations given 
by businessmen of their price policies are 
quite pertinent. Charles F. Roos, former- 
ly director of research of the National 


97 See the text of a letter from Senator Byrd to 
Chairman Eccles printed in the New York Times, 
January 16, 1939. 

** Editorial, New York Times, December 30, 
1938. 

*E.g., Keynes, The Means to Prosperity, pp. 
Q-I1. 
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Recovery Administration, states: 
some replied that they had reer teained 
up and adopted their 1926 quotations! 
. Still others quite frankly expected 
the Government to pay in support of its 

own program of public works.’"°° 
One of the great dangers of a large- 
scale public works program is that 
“bottlenecks” may be created in certain 
industries, prices raised, and the benefi- 
cial secondary and tertiary effects re- 
tarded or prevented. An _ industrial 
economy does not move directly and 
smoothly from a stage of general unem- 
ployment to one of full employment. 
Instead, it moves from the first stage 
into one of “‘segmentary unemployment,”’ 
with some segments having reached full 
employment and serving as barriers to 
expansion in the remaining segments.’™ 
Wage rates are also an important 
element in production costs. But the 
effect of public works expenditure on 
wages is difficult to estimate. Wage rates 
paid on P.W.A. projects were often 
higher than the “prevailing wages” in 
private industry'* and probably in- 
fluenced wage rates in private industry 
indirectly’? by being held up as a 
standard and encouraging labor unions 
to bring pressure on employers to raise 
wages. Moreover, if pump-priming is 
successful in stimulating private in- 


100 NRA Economic Planning (Bloomington, Ind., 
1937), Pp. 309-10. Italics mine. 

ot See the excellent article by Robert V. Rosa, 
“A Multiplier Analysis of Armament Expenditure,” 
American Economic Review, XXXI (1941), 251-52. 

x02 See the testimony of Corrington Gill, assistant 
emergency relief administrator, Committee on 
Appropriations, U.S. Senate, Supplemental Hearings 
on H. J. Res. 117 (74th Cong., rst sess. [1935]), pp 
1~2; Sumner H. Slichter, “Economics of Public 
Works,” American Economic Review, Supplement, 
XXIV (1934), 181. 

103 See the testimony of William Green, president 
of the American Federation of Labor, Supplemental 
Hearings on H. J. Res. 117, pp. 28-29. 


dustry, and especially if prices rise, 
labor unions are likely to demand higher 
wages. If higher wage rates are refused, 
strikes may occur and in this way labor 
costs may be increased. 

A large public works program, if 
financed by borrowing, may either raise 
interest rates or prevent them from fall- 
ing. Of course, the effect on interest 
rates will depend largely on the state of 
bank reserves and on the policy being 
pursued by the banking authorities.’ 

The extent to which a pump-priming 
policy is likely to raise costs and thereby 
discourage private investment is difficult 
to establish by general reasoning. In the 
United States it has been alleged by some 
economists that costs were maintained 
at too high a level and that as a result 
private investment was retarded.’ 

Private investment may also be re- 
tarded if the government selects public 
works projects which result in competi- 
tion with private enterprise." In the 
United States, the T.V.A. and federal 
loans and grants to municipalities for 
municipal plants undoubtedly retarded 
private investment in the public utility 
field.°? It is not, perhaps, so much the 
actual competition provided by such 


*°4That public works impose a burden on 
national finances which “impedes normal recovery” 
was stated in the report of Great Britain to the 
League of Nations (League of Nations, National 
Public Works [Geneva, 1934], p. 82). 


105 See Roos, op. cit., pp. 443, 473; O. M. W. 
Sprague, Recovery and Common Sense (New York, 
1934), Pp. 77-78; Hansen, of. cit., pp. 286-87; 
Slichter, op. cit., American Economic Review, Supple- 
ment, XXIV (1934), 181, Clark, op. cit., p. go. 

*°6 Low-cost housing constructed by government 
competes indirectly with private industry, even 
though the latter would not have provided the 
houses. Rentals which are now paid to the govern- 
ment decrease the income which is available for 
private expenditure. 

107 See, e.g., the statements of Sumner H. 
Slichter and C. C. Arbuthnot in the New York Sun, 
January 6, 1940, pp. §2-55- 
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public works projects which discourages 
private investment as it is the prospect 
that the inception of these policies will 
result in further encroachment on the 
field of private enterprise in the future. 
Therefore, a public works program which 
provides actual or even prospective 
competition with private enterprise is 
likely to retard private investment in 
those fields. 

Finally, private investment may be 
adversely affected by several factors 
which may be subsumed under the term 
“the state of business confidence.” The 
view is often expressed that a deficit 
spending policy creates an atmosphere of 
uncertainty regarding the future of 
business which is inimical to a revival in 
the capital-goods industries. The major- 
ity present at one of the Fortune round- 
table discussions expressed the opinion 
that 
most of us agree with the view of the budget- 
balancing school that the present fiscal policy of 
the United States accompanied by other policies, 
has served to undermine confidence on the part 
of investors and businessmen, and that the 
productive plant of this country has been 
weakened rather than strengthened in the past 
six years.**8 


Gunnar Myrdal states: 


One of the obvious shortcomings of deficit 
spending during the last depression was, how- 


“The Effects of Government Spending on 
Private Enterprise,” rst Fortune Round Table, 
March, 1939, p. 7, see also pp. 5, 11. 
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ever, the adverse reaction of business con- 
fidence, which has too often restricted or even 
possibly reversed its stimulating effects.** 


IV 


In the course of a few decades, the 
theory of pump-priming has evolved 
from the mere statement of a simple idea 
to a careful analysis of the processes of 
economic expansion and contraction. In 
fact, most of this development has 
occurred in the last decade. ; 

Although the effects of public works 
expenditure cannot be measured ac- 
curately, the factors which determine 
them have, in most cases, been carefully 
analyzed. These factors are: (1) the ex- 
tent to which the primary expenditure 
represents a mei increase in aggregate 
expenditure, (2) the amount of the leak- 
ages, (3) the time-lag between the suc- 
cessive waves of expenditure, (4) the vari- 
ations in the size of the multiplier over a 
period of time, and (5) the induced re- 
actions of private entrepreneurs, i.e., 
the tertiary effects. It will be observed 
that this is a much more cautious, as 
well as more complete, analysis than 
that presented by the early champions 
of pump-priming. 

CENTRAL Missouri STATE TEACHERS COLLEGE 
WARRENSBURG, MISSOURI 


+09 “Fiscal Policy in the Business Cycle,” Ameri- 
can Economic Review, Supplement, XXIX (1939), 
187. 
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AVING called you together for to- 
day precludes the necessity of 
any further word of welcome. 

We arranged this meeting because sever- 
al of you have expressed the need for 
greater facilities for exchanging views 
and experience. Because this is a pre- 
liminary meeting, we have issued invita- 
tions only to a small number of business 
economists. Anyway, three dozen differ- 
ent opirtions in one room is enough! Con- 
sidering the range of economic prescrip- 
tions your profession has offered in the 
last decade, evidently you do allow and 
encourage freedom of speech; domesti- 
cating economic ideas seems to be as diffi- 
cult as domesticating wild animals. 

We hope that, if you set up an organi- 
zation, many other economists will be 
drawn into the group to get the benefits 
of the association and translate these 
benefits into sound corporate and general 
economic policy. 

As business economists, you have a 
dual responsibility: to your employer 
and to the economy as a whole. Objec- 
tivity in the social sciences is so difficult 
to attain that it is almost a myth. Not 
only the interpretation of the facts but 
also their selection may be biased. A 
business economist, of course, has an 
overwhelming obligation to his employ- 
er—the economist must serve the em- 
ployer’s interest. But the economist, as a 
member of an honorable and respected 
profession, should never lose sight of the 
deep responsibility he has to society, to 


* Opening address, as president of the Chamber 
of Commerce of the United States of America, be- 
fore a meeting of business economists called by the 
Chamber, March 28, 1944. 


all the people. The rich and the poor 
economist should not allow their econom- 
ic status to interfere with objective 
thinking. But this conflict between these 
two interests is more apparent than real; 
in the long run, the interests of a private 
employer—whether a labor union or a 
corporation —and of society are funda- 
mentally identical and not in conflict. 
Perhaps one of the functions of a busi- 
ness economist is to analyze and point 
out these identical interests, to deepen 
the understanding of our interdepend- 
ence. 

Economists, by training and experi- 
ence, are supposed to be able to explain 
the “wealth of nations,”’ the level of em- 
ployment at a given time, and the forces 
responsible for the distribution of in- 
come. Economists are supposed to be 
able to diagnose the economic ills of so- 
ciety, prescribe remedies, and forecast 
the results of given policies. This makes 
you academic doctors. 

A common complaint among you is 
that the patient refuses your medica- 
tions. Issuing such complaint, in my 
judgment, is not enough. You should 
strive to create, by skilful analysis, skil- 
ful presentation, and skilful broadcasting 
of your findings, such an overwhelming 
array of fact, evidence, and interpreta- 
tion that you will get the hearing which 
your findings deserve. We should not 
forget that Pasteur, Koch, and others, 
too, met resistance. We must operate on 
the principle (otherwise we may as well 
give up in despair) that if you provide 
sound analysis and wise counsel, the 
thinking people will pay heed to your 
voices. 
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A free society relies heavily upon 
voluntary incentives. A free society tends 
to be an unstable society precisely be- 
cause it is free—the consumer may 
hoard or spend; the saver and investor 
may defer commitments or convert his 
dollars into materials and tools prompt- 
ly. A high-income society—one under 
which a large portion of people are sub- 
stantially above the subsistence level 
and, thus, have a margin of surplus— 
tends to be plagued with fluctuating 
rates of expenditure and investment, 
thus accentuating instability. This is the 
great problem of our times—how to 
stabilize income flows without regiment- 
ing production and consumption. 

In the 1930’s, we were plagued with 
economic stability at unsatisfactory, low 
levels. An ordinary business depression 
became chronic stagnation—or, at least, 
recovery was unsatisfactory. The admin- 
istration and the legislature called upon 
the economist to diagnose the ills and 
prescribe the remedies. This was as it 
should be; but question arises as to 
whether the right doctors were called 
upon and whether the diagnosis was 
sound or the prescription was consistent 
with the true inwardness of a free-func- 
tioning, private-enterprise economy. Be 
this as it may, the economists moved in 
to fill the social and economic vacuum. 
They filled the vacuum with a plethora 
of nostrums, prescriptions, medicines, 
and palliatives. The results were not to 
the liking of the vast majority of our 
people. The medicines kept the patient 
alive but did not make him healthy. One 
may ask: Why were the particular doc- 
tors called in? Why were not different 
remedies prescribed? 

If you, as realistic business economists, 
Set up an organization, admitting only 
members of unquestioned standing, in- 
sight, and imagination, you may be in a 
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position to see that sounder diagnosis is 
made the next time and that remedies 
are prescribed which will effect a cure— 
or, better still, by enhancing your in- 
dividual and collective voices, perhaps 
you can do many things to prevent the 
recurrence of the malady. 

Among economists, there are the tool- 
makers and the tool-ssers. Some of you 
have fashioned new tools for analyzing 
the essence of our economy, for measur- 
ing its behavior, and for predicting the 
results—you are the tool-makers. Others 
of you take the tools at hand and, by 
skilful utilization, shed new light on the 
economic process, indicate the direction 
of corporate and general policy, and, at 
times, tell us what not to do as well as 
what to do. 

Both tool-makers and tool-users in 
your profession have increased greatly 
in number and in knowledge; but, per- 
haps even more rapidly, our economic 
problems have multiplied both in sever- 
ity and in number. In terms of results, I 
think there has been a lag in the output 
of competent economic tool-makers and 
tool-users, relative to the growth and 
severity of economic problems. This 
should be a challenge to you. You must 
be fruitful and multiply. 

Economists as a class tend to be pessi- 
mistic about the future. Whether this is 
due to an adverse selection, or whether it 
is due to the superior insight which you 
have about the “shape of things to 
come,” I do not know. But I should like 
to see you accept this pessimism as achal- 
lenge to become better tool-users and 
tool-makers. We need a new type of in- 
ventiveness. We are apt to become over- 
awed by our problems. But the slightest 
acquaintance with our history indicates 
that organized society has always been 
subjected to threats of disintegration 
from both within and without. Our fore- 
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fathers solved some of their problems by 
abandoning their homeland in favor of a 
new, hostile, and uncharted continent. 
The mastery of that continent was not 
easy. The casualties were enormous. But 
our forefathers demonstrated a degree of 
inventiveness and adaptation which were 
also enormous. The means to attain 
their ends were contrived and invented 
as they went along. 

One of their problems was an over- 
bearing central government. They con- 
ceived of an utterly new type of govern- 
ment machinery involving checks and 
balances, division of labor among the 
law-maker, the law-enforcer, and the 
law-interpreter. This invention has stood 
us in good stead for one hundred and 
sixty years. One hundred years ago, our 
great-grandfathers conceived of the idea 
of general incorporation laws under 
which the man with an idea and a little 
capital could readily effect a marriage 
of his capital with that of others; and the 
corporation, thus readily provided for, 
has become a great engine of industrial 
and commercial expansion. Nicholas 
Murray Butler has stated that the cor- 
poration was the most significant inven- 
tion of organized society. Our forefathers 
found a way of utilizing it in their own 
and our interests. 

What I am saying is that our genera- 
tion of thinking people must show this 
same spirit of adventure and inventive- 
ness. I am thoroughly familiar with the 
staggering obstacles which a volatile, 
democratic society has placed in the 
path of expansion. For the most part, 
this was not the end intended. Rather, 
the masses in their strivings and long- 
ings, in their search for a better life and 
more security, have, for the most part, 
unwittingly. created an environment 
which is unfavorable to business expan- 
sion and new investment. They have put 
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a penalty on job-makers and job-crea- 
tors. But I think none of you believes that 
this was an intentional result—except 
for the few who would “make over Amer- 
ica.’’ Had the business economists been 
more vocal and more articulate in point- 
ing out other ways and remedies when 
these things were done to our society, J 
daresay the results would have been 
better for all concerned—except for the 
few who thrive on pathological condi- 
tions and unrest. 

There must be ways of stating the es- 
sential conditions for steady industrial 
expansion sc that all thinking people will 
listen and give support to policies de- 
signed to achieve such an end. I think it 
is your responsibility as business econo- 
mists to help with fact, analysis, and in- 
terpretation to enable writers, speakers, 
teachers, and leaders in all walks of life 
to understand what these essential con- 
ditions are. When obstacles are put in 
the way of industrial expansion and high 
levels of stable employment, I appeal to 
your inventiveness to discover ways and 
means to offset the hurdles. We need a 
new spirit of daring prognosis and pre- 
scription to meet the new sociological 
and economic conditions of a modern, 
volatile, democratic state. 

Mass unemployment is the great 
blight on our society. Unless solutions 
are found for it, our way of life will dis- 
appear. There is little use of talking and 
planning for an invincible America un- 
less we can solve this problem. You are 
the doctors of business; you are the 
trained craftsmen who can lay your 
fingers on the source of our troubles. But 
diagnosis is not enough. Prognosis—the 
anticipation of coming events—must be- 
come an integral part of our prescription. 
Preventive medicine reduces suffering 
more than all the cures for specific illness. 
Business and the country look to you for 
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specifics for our maladies, but, more im- 
portantly, you are looked to for ideas 
and suggestions to prevent unemploy- 
ment—chronic or cyclical. You should 
find ways and means of avoiding the wide 
swings of the business cycle and of pro- 
viding incentives which will keep our 
economic ship afloat. 

Hundreds of suggestions for securing 
more stable production are making the 
rounds. No one remedy, no panacea or 
short-cut, will meet the varied problems 
of our complex life. But a courageous 
spirit of inquiry and exploration by each 
and every one of you will inevitably bear 
fruit in new ideas, new devices, and 
new offsets to the forces causing our 
maladies. I am looking forward to this 
group with a good deal of confidence for 
incubating these ideas, devices, and off- 
sets, and hope that the gestation period 
will not be unduly long. In some respects 
“it is later than you think,” but the jig 
is not up if we can muster the necessary 
courage and ingenuity. 

The classical conception of the end of 
economic policy, “increasing the sum 
total of human wealth,” is not enough 
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under a modern democracy, where people 
are articulate and impatient and where 
some politician or demagogue is ever 
ready to capitalize on adversity and un- 
rest. The time to make sociological hay 
is when the economic sun does not shine, 

For this reason, I should like, in clos- 
ing, to suggest a threefold economic poli- 
cy or objective toward which we should 
strive: 

1. Increase the national income—or 
decrease poverty. 

2. Improve the regularity of that in- 
come—or diminish unemployment. 

3. Improve the distribution of in- 
come—or reduce inequality. 

Your diagnosis of the causes of in- 
stability and inequality has gone a long 
way. Our next great effort should be to 
find the tools and devices for reducing 
poverty, irregularity, and inequality, 
without at the same time setting up 
forces which destroy incentives to invest 
and produce. This is the new challenge, 
as I see it, which you, as business econo- 
mists, might consider your sailing chart. 


Wasaincton, D.C. 
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ECENT reviews, a reply, and a rejoinder* 
R have finally brought to light an impor- 
tant question for all statisticians and busi- 
nessmen. Are the data collected as a result of 
W.P.A. projects worth tabulating, publish- 
ing, or analyzing? Although a very large 
amount of money has been spent on such 
W.P.A. projects, the requirement that 
schedule enumerators had to be taken from 
relief rolls destroyed any possibility of ob- 
taining reliable data. Every statistician who 
has filled out a number of elaborate sched- 
ules in house-to-house interviewing knows 
that carefully trained and honest enumera- 
tors are necessary if reliable data are to be 
obtained. Local graduate students in home 
economics have called attention to some of 
the difficulties they encountered while co- 
operating with the W.P.A. employees in 
Columbia, Missouri, and interviews with 
some of the wives of faculty members who 
were requested to supply the data for one of 
these surveys yielded interesting informa- 
tion. Many housewives refused to talk to 
the enumerators; for, as one woman stated, 
the man who called to obtain the data was 
“unshaven and so dirty and ragged” that 
she would not allow him to enter the 
house—certainly she would not allow him to 
take an inventory of the refrigerator. The 
large percentage of refusals would have im- 
parted a serious bias to the data even if the 
completed schedules turned in had been 
worth analyzing. However, there is evidence 
that a large number of the completed sched- 
ules were filled out in places other than the 
homes of the consumers named on the sched- 
ules. Such practices should have been de- 
tected by competent supervisors, and they 
can be detected by statisticians when the 
data are analyzed.’ It was difficult to obtain 

* Journal of the American Statistical Association, 
XXXV (1940), 709; XXXVI (1941), 299-302, 
322-24. 

; ? The analysis of variance involving a classifica- 
tion by enumerator is useful for this purpose. 


the data from people with average and high 
incomes because they hesitated to give to 
enumerators who were questionable char- 
acters in the same community detailed in- 
formation regarding purchases of valuable 
items. The large turnover in personnel dis- 
couraged any careful supervision and train- 
ing of enumerators. In many cases enumera- 
tors were sent out with less than ten minutes 
of instruction. 

In addition to the large amount of money 
wasted in the collection of the data, a much 
larger amount may be wasted by elaborate 
analyses of the worthless data if many per- 
sons follow the mistaken advice and hopes 
of Paul H. Douglas as stated in a recent 
review.’ Louis N. Robinson was right when 
he suggested that “it might possibly have 
been better if the W.P.A. had stuck to rak- 
ing leaves.”4 Perhaps it is expecting too 
much to hope that some day a federal 
bureau will turn down funds which carry 
restrictions that make it very difficult or 
impossible to use the funds advantageously. 
All federal bureaus seem to grab all funds 
possible regardless of conditions. They com- 
pete for them. 

Instead of dividing the country geo- 
graphically or dividing the work on the 
basis of the size of the city to be covered, 
the Bureau of Home Economics and the 
Bureau of Labor Statistics evidently com- 
peted for every city to be included in the 
consumers’ purchases survey. Each bureau 
finally was assigned some of each size of 
city (except the largest) in each part of the 
country. The duplication of organization 
was pathetic. When the data were punched 
into cards each bureau separately planned 
to design and use its own punch-card forms; 
under such an arrangement the data for all 


3 Journal of the American Statistical Association, 
XXXV (1940), 708-9. 

4 Journal of the American Statistical Association, 
XXXVI (1941), 323. 
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of the small cities could not be combined in 
one machine tabulation. 

Data collected by people taken from re- 
lief rolls are not any better than data col- 
lected by unpaid college or university stu- 
dents who are required to turn in schedules 
of data in order to pass a course in finance, 
home management, marketing, psychology, 
public-opinion measurement, etc. Compe- 
tent statisticians who have tried to use these 
schedules have discovered that many of 
them contain fictitious data. If these sched- 
ules were used solely to give students prac- 
tical experience in the work of collecting 
data by personal interviews, not much 
damage would be done; but many of the 
professors feel impelled to analyze the data 
and publish the results. When the students 
who handed in schedules containing ficti- 
tious data see the results accepted, they lose 
confidence in similar reports, for they al- 
ways wonder if the enumerators who were 
selected to obtain the data filled out the 
schedules with fictitious data the same way 
the students did. For example, a few years 
ago students taking a course given by a 
large midwestern university were required 
to turn in thirty completed copies of a ques- 
tionnaire. It took almost an hour to obtain 
the data for one questionnaire from a house- 
wife; and, after two questionnaires were 
completed, three students each filled out the 
remaining twenty-eight questionnaires with 
fictitious data. It happened that the profes- 
sor involved did not have sufficient training 
in statistical technique to detect the ficti- 
tious data; and, to make matters worse, in 
class he highly complimented the three stu- 
dents involved as having turned in the best 
completed questionnaires he had ever re- 
ceived because there were no blank places or 
“Did not know” entries. When a student is 
filling out a questionnaire with fictitious 
data there is no need to leave blank places 
or enter “Did not know.” One of the stu- 
dents stated that when he saw how easy it 
was to fool people he lost all confidence in 
Statistical surveys. Nothing is more detri- 
mental to the field of statistics than incom- 
petent supervisors and dishonest enumera- 


tors. The amusing (and tragic) aspect lies in 
the fact that when this is pointed out to 
such professors (or supervisors) they laugh 
and say, “That is interesting, but my stu- 
dents (or workers) would not do that.” A 
test is rarely run to see if this is true. 
When the primary objective is something 
besides the careful collection of data, such 
as relief of the unemployed or the training 
of college students, the data collected be- 
come incidental results. Someone usually 
remarks that it is a pity that the data are 
not made available to the public for analy- 
sis. Then the data are published and ana- 
lyzed as if they were reliable. Frequently 
there was no intention, originally, to pub- 
lish or analyze the data, which were to be 
used only to improve the work of the stu- 
dents. Even the relief projects might well be 
used by federal bureaus to experiment in 
new fields and gain experience in managing 
large investigations, but it is misleading to 
present the data to the public as reliable 
facts. The W.P.A. surveys might well have 
been used to give the unemployed something 
to do in order to prevent them from becom- 
ing too discouraged by long periods of idle- 
ness, but the surveys should not have been 
used in an attempt to provide reliable data. 
Students and professors are not the only 
ones to blame. In many government bureaus 
field work is very distasteful, so extra tem- 
porary help is employed to do field work. 
The task of supervising these employees is 
frequently avoided by all of the regular em- 
ployees, so it is finally forced upon someone 
by using the argument, “It is now your 
turn.” This is unfortunate, for the super- 
vision of enumerators requires great skill 
and tact. If too much pressure is exerted 
upon enumerators in the effort to obtain 
more interviews, schedules which contain 
fictitious data are inevitable. When pre- 
liminary editing is done in the field and the 
supervisor severely criticizes an enumerator 
for turning in a schedule containing real 
data which happen to include an exception- 
al item (a random fluctuation), with a re- 
mark that this answer is obviously impossi- 
ble, fictitious data will be found on schedules 
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turned in later on. When an enumerator is 
criticized for turning in real (but exception- 
al) data, he will shade the answers to avoid 
criticism. 

In the case of one large survey conducted 
by a federal bureau the field supervisor 
criticized each exceptional answer so severe- 
ly that two out of the ten enumerators 
adopted the attitude that it was useless to 
take the time necessary to interview each 
individual in detail because the answers had 
to fall within a narrow range anyhow. It 
was much more pleasant to record only the 
name, address, and a few simple items when 
the interview was held. The rest of the 
long schedule was filled out in the hotel. 
These two men “collected” data for four 
schedules in two hours, while it took each 
one of the other eight men at least eight 
hours to obtain real answers on three or 
four copies of the long schedule. At the end 
of the three-month period involved the two 
men who turned in fictitious data were com- 
plimented as having done the best work. 

The last case provides an answer to the 
argument some people present when they 
point out that W.P.A. projects yield data 
consistent with the data obtained from other 
surveys. The supervisors “edit” the reports 
to see that the data being “collected” agree 
with the results of previous surveys. Not 
much can be learned by this process. Unless 
the enumerators are convinced that anyone 
turning in fictitious data will be discharged, 
statistical surveys are not likely to yield re- 
liable data. There was little inclination 
to discharge incompetent enumerators on 
W.P.A. statistical surveys, for the person 
discharged would have had to be replaced 
by another person taken from relief rolls. 
Relief projects and statistical surveys do 
not combine very well, and elaborate analy- 
ses of worthless data do not reflect credit 
upon the science of statistics. 

The best way to obtain reliable and ade- 
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quate budget data is to select the appropri- 
ate number of representative families, care- 
fully train or instruct the members of each 
family, and pay them to keep complete rec- 
ords of their expenditures over a period of 
time. Most people who have answered ques- 
tions about their annual expenditures had 
no records and merely estimated their ex- 
penditures roughly or guessed at the 
amounts. Even if a few of the people did 
keep records, the enumerators were usually 
in such a hurry that they were reluctant to 
take the time necessary to permit family 
members to add all of the items carefully 
or even to classify the records according to 
the schedule being filled out. In some com- 
munities businessmen and housewives have 
been bothered by so many unnecessary 
questionnaires and poorly trained enumera- 
tors that it is difficult if not impossible to 
obtain the enthusiastic or sincere voluntary 
co-operation that is essential to the process 
of recording reliable data. It may soon be 
wise to require persons who wish to conduct 
a statistical survey in a locality to obtain a 
license to do so. A few good statistical sur- 
veys are preferable to frequent poor ones. 

Some people try to side-step the issue by 
saying that it. is the responsibility of the 
user of statistical data to evaluate care- 
fully the data available for his own purpose; 
but statisticians and administrative officials 
cannot avoid a professional responsibility 
for the quality of the statistics which they 
approve for publication. The attitude “let 
the user of statistical data beware” is not 
any better than the old belief, “let the buy- 
er beware.” 

Statisticians and public officials should be 
interested in providing only reliable data, 
because most businessmen do not yet have 
the technical training necessary for a proper 
evaluation of the data available and they 
do not know how to detect fictitious data. 


UNIVERSITY OF MIssouRI 
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Food Enough. By Joun D. Buiacx. Lancaster: 
Jaques Cattell Press, 1943. Pp. vii+26o9. 
$2.50. 

During the thirties the agricultural depres- 
sion plus research findings bearing on nutrition 
and food consumption raised food policy to the 
national level. The war further heightened the 
importance of policy issues pertaining to food as 
stocks were reduced, demands both at home and 
abroad mounted, limits on expanding total pro- 
duction became more apparent, and new types 
of price, production, and consumption control 
were introduced. Development of policy calls 
for extensive education. This has been especially 
important in the case of food, since strong sec- 
tional groups have frequently opposed policy 
designed to further the national interest and be- 
cause food on many occasions has been made a 
political football. Among the numerous books 
and pamphlets on the subject, this book is 
unique in the coverage of topics and the factual 
knowledge and insight presented. It covers food 
consumption at home and abroad, among both 
friends and enemies. Discussion of production 
is largely but not wholly confined to the United 
States. Although interest is centered on the war, 
some attention is given also to postwar relief, 
food planning for freedom from want, food in in- 
ternational relations, and readjustments in 
American agriculture. Little is said of the 
school-lunch program, consumer education, or 
food problems related to income distribution. 

The major problem considered is how to 
meet the increased demands for food without 
using resources for its production which could, 
to better advantage, be used elsewhere. Adjust- 
ments in consumption and production are both 
examined. Such analyses confront the investiga- 
tor with an endless array of assumptions. In dis- 
cussing food for the armed forces, existing stand- 
ards, for the most part, are accepted, and a good 
deal of space is given to the “why” of various 
rations; but little is said about waste, and noth- 
ing about the relation of buying for the armed 
forces to regional maldistribution of civilian 
food supply. Food to be shipped to the Allies 
and to people of freed countries is treated as a 
residue, hence largely dependent on what in one 
way or another can be withheld from civilians. 
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No other principles of sharing are developed. 
Dr. Black does set some standards to strive for 
in postwar feeding in Europe, although he does 
not discuss what kinds of sacrifices in dietary 
standards American civilians should be called 
upon to make. 

In his discussion Dr. Black for the most part 
deals with the feasible for both production and 
consumption on a short-run basis. Nevertheless, 
he takes time out to examine the question, 
“How simply and cheaply could we eat, and 
still eat well, so far as our bodily well-being is 
concerned?” In view of the thousands of possible 
combinations of “low-cost” foods—any one of 
which would make an adequate diet—and the 
various costs of these foods according to the vol- 
ume of production and other factors, Dr. Black 
in this question obviously provides much scope 
for calculation. Without exposing the process of 
estimation, an answer is presented which is 
lc led a “proposed diet.” In contrast with food 
cusumption in 1941 this diet calls for important 
changes. No comparison in terms of nutrients is 
provided. A comment is made, however, which 
will be far from reassuring to many people, 
namely, that “though the consumption of our 
people were shifted further, much further, in the 
same directions as the changes introduced 
above, no evil effects on health would appear 
for two or three years.” In discussing the mat- 
ter, Dr. Black says nothing about the fact that 
for many years a large part of the American 
population is reported to have been living on 
marginal or submarginal diets. He does, how- 
ever, recognize that the proposed diet is not 
feasible. Its value is thus directional only. 

Six chapters are given to production. With 
something of a sweeping gesture the readers on 
page 1 are told that the “assignment is to pro- 
duce and distribute every possible pound of 
food.”” Nevertheless, Dr. Black makes it clear 
that in many policies this objective only half- 
heartedly finds expression. A yearning is re- 
vealed for a measure of “what we could pro- 
duce.” No doubt is left that power to produce 
food for well-balanced diets is much in excess of 
any official goals so far promulgated. However, 
a measure of capacity in terms of low-cost foods 
is nowhere apparent. Dr. Black does maintain 
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that “capacity cannot be stated in feasible 
terms any more than can needs.” The discussion 
of capacity is far from definitive. Dr. Black 
pays homage to and at the same time criticizes 
the work of others who have formulated or 
speculated about feasible production goals. 
But, after discussing some of the shortccmings 
of other people’s estimates, Dr. Black proceeds 
to discuss feasible production policy. 

In most economies there are many levels of 
feasibility. In our economic system it is a little 
difficult to imagine any analyst having the per- 
severance to work through the effects of remov- 
ing one after another of the limitations affecting 
production until he reaches a measure of ulti- 
mate capacity to produce the lowest-cost foods 
which would provide an adequate diet. Long be- 
fore such a goal was reached the advisability 
of using the analyst’s resources for other things 
would probably become obvious. Few, however, 
will disagree with Dr. Black that measures of 
capacity to produce should be further explored 
with certain existing limitations assumed to be 
removed. 

Pricing also comes in for a good deal of atten- 
tion, especially the bearing of relative prices on 
production incentives and of prices in relation 
to inflation. To control the latter, Dr. Black ap- 
pears to rely on tying wages and food prices to- 
gether “‘so that increases in food costs above 
those of a certain base period are added to 
wages in the proportion that food makes up the 
cost of living.” Wages in turn are tied to the 
prices of farm products “in the proportion that 
wages add to the cost of goods purchased by 
farmers.’’ Since there has been a failure in many 
current discussions to distinguish between earn- 
ings and wage rates, additional explanation of 
this point might have been helpful. Further- 
more, Dr. Black does not make clear what he 
means by food in the cost of living. We have a 
retail food index. Does it measure food costs in 
the sense implied by Dr. Black? The present in- 
dex for the most part is one with fixed weights. 
Is it useful in providing a measure for needed 
wage adjustments when the wartime food pro- 
gram calls for a considerable expansion in the 
consumption of low-cost foods? In addition, is it 
realistic to assume in wartime that former scales 
of living even as they pertain to food can be 
maintained? The whole matter of regulating the 
economy by price indices is too lightly dis- 
missed. 

Some excursions into the fields of food and 
nutrition have produced data that are likely to 


surprise and perplex specialists in these fields. 
On page 137, for example, is a table of measures 
of production giving “food values per acre and 
per day for important vegetables and fruits.” 
The measures presented in terms of calories and 
pounds of proteins and fats have some meaning. 
The minerals and vitamins are, according to the 
heading, related to “year’s supply.” Dr. Black 
does not tell whose year’s supply or whether he 
is reporting a percentage. More serious still, all 
minerals and all vitamins are apparently pooled, 
even though the relative amounts of the various 
minerals and vitamins in the foods listed differ 
greatly and in few, if any, of the foods are they 
present in the relative amounts needed in the 
diet of any one person. 

Some readers may feel that too much space 
is given to dietary standards, food habits, and 
technical aspects of production and too little 
space to obstacles which interfere with better 
programs. Nevertheless, the book has a con- 
tribution to make to those who have had little 
time to follow official reports and systematic 
analyses on limited aspects of the food program. 
Its value for the layman would have been en- 
hanced if it had been stripped of facts with only 
minor relevance to irnportant issues and of those 
insufficiently explained to make their impor- 
tance apparent. On the other hand, its value to 
fellow-workers in the field would have been in- 
creased had a few footnotes been included to in- 
dicate source materia! used which is not general- 
ly familiar. 

MArGarET G. RED 
Washington, D.C. 


The Anglo-American Trade Agreement: A Study 
of British and American Commercial Policies, 
1934-1939. By Cart Kremer. (“Princeton 
University, International Finance Section,” 
Vol. VIII.) Princeton: Princeton University 
Press, 1943. Pp. xv+270. $3.50. 


This book is a first-rate contribution to the 
history of international commercial policies be- 
tween the wars and is an excellent case study in 
the Hull trade-agreements program. The Amer- 
ican-British agreement, signed a few weeks 
after Munich, is generally thought to have been 
a matter of considerable economic and some 
political importance. Just what its importance 
was is shown more precisely by Mr. Kreider 
than it has been before. The major economic 
problems of the agreement are suggested by 4 
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few broad questions. How did the agreement fit 
into the main courses of American and British 
commercial policy? To what extent did the 
British concessions modify the Ottawa system? 
How substantial were the concessions made by 
both sides? The book’s answers are clear, rea- 
soned, and detailed. Events have excused the 
author from trying to measure the actual effect 
of the agreement on trade between the two 
countries. 

After 1934 American and British commer- 
cial policies moved in different directions. Slow- 
ly and with great moderation and caution the 
officials administering the trade-agreements 
program were shaving down some peaks in the 
United States tariff, securing reductions in 
foreign duties, and binding a number of na- 
tions to apply “equal treatment” to all comers 
in administering their commercial policies. 
Britain, on the other hand, reduced few duties, 
raised some, and tried very hard to expand ex- 
ports by bilateral trade balancing. The import 
purchasing power of the United Kingdom was 
used to secure special privileges for British ex- 
ports in certain markets. The 1938 agreement 
was the intersection of these two lines of policy. 
Without doubt, as the author shows, the agree- 
ment is typical of the American program, while 
bearing few or none of the marks of other Brit- 
ish agreements. It proved to be an exception to 
dominant British policy, not a turning-point. 
During 1939 the United Kingdom showed every 
sign of continuing in its earlier course, most nota- 
bly in governmental support of the Duesseldorf 
conversations aimed at the elimination of com- 
petition in world markets between British and 
German industries. The talks failed because the 
Germans took Prague, not because the British 
— thought their commercial tendency 

The Ottawa system has been unpopular with 
American businessmen, economists, and offi- 
cials since its inception. The American-British 
trade agreement negotiations were looked on as 
an opportunity to dent the structure of imperial 
preference. The case was difficult. There seems 
to have been no chance at all of eliminating the 
principle of imperial preference. The consent of 
each dominion had to be secured to any modi- 
fications in its privileges. The United Kingdom 
Conservative party was opposed to such chang- 
es. Under these circumstances, “the fact that 
the United States was able to secure modifica- 
tions of individual preferences must be regarded 
as a significant achievement.” In fact, Mr. 
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Kreider considers these concessions to be more 
important than any direct duty reductions made 
by the United Kingdom. He discusses in detail 
the elimination of the empire preference on 
wheat (which he finds more likely to benefit 
American shippers and ports than farmers), 
the reduction of the margin of preference on 
timber and fruit, and the binding of that on 
tobacco. The role of the simultaneous negotia- 
tion of the American-Canadian agreement in 
reducing the preferences is well known; this 
book also mentions specific duty concessions by 
the United States intended to secure dominion 
consent to preference changes. 

Much of the book is made up of a careful in- 
vestigation of the chief concessions made by the 
United States and the United Kingdom, in an 
effort to find out if the agreement substantially 
altered the protective structure of either coun- 
try. Mr. Kreider does not consider that the . 
concessions on wheat and ham reduced British 
agricultural protectionism, since United King- 
dom producers were still guaranteed a minimum 
price for whatever they produced. Lard pro- 
ducers were promised the same protection if 
their price fell too far. Even after reduction the 
duty on apples and pears was protective, ac- 
cording to Mr. Kreider. No reductions were 
made in the duties on major industrial imports 
from the United States, largely as a result of 
prior commitments by the British government 
to domestic manufacturers. There were a num- 
ber of British concessions on lesser items, how- 
ever. The chief American concessions—those on 
textiles—also seem to the author to have been of 
limited value, partly because of the 50 per cent 
limitation on cuts, but even more because of the 
care taken to do nothing that would hurt do- 
mestic interests. In Mr. Kreider’s opinion, a 
few deep cuts would have been worth much 
more than numerous small reductions. He 
rightly emphasizes that, unless protected in- 
terests do suffer some dislocation, the general 
benefits of a trade agreement are considerably 
restricted. 

The case for these rather pessimistic con- 
clusions on the significance of the concessions 
is strong and well argued. The short period in 
which the agreement was in effect prevents any 
detailed statistical investigation. Perhaps Mr. 
Kreider underestimates the aggregate impor- 
tance of the concessions on a number of individ- 
ually unimportant items. He does not often dis- 
cuss the extent to which exporters may benefit 
by the elimination of the excesses of protection- 
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ism in another country, even though the basic 
protectionist structure remains untouched. But 
there is no doubt that his general conclusions 
stand. Both governments pointed with pride at 
the agreement, but with two hands: one indicat- 
ing the concessions, the other the care taken to 
avoid disturbing domestic producers. 

Many other aspects of the agreement are 
discussed in detail in this book. There are good 
sections on the international political signi- 
ficance of the agreement, the domestic political 
situation of the British government during the 
negotiations, the American use of reclassifica- 
tion to limit concessions and to shut out Japan 
from the benefits of most-favored-nation treat- 
ment, the importance of different methods of 
customs evaluation for concessions, and the 
sharp contrast between American agricultural 
policy and the trade-agreements program. The 
author has a sharp eye for the significance of ap- 
parently casual facts. He spots numerous mis- 
leading official statements. Much detailed ma- 
terial is well handled without losing sight of the 
large issues. 

This work is most welcome, not only be- 
cause of its quality, but because it is an impor- 
tant part of the further study of the Hull pro- 
gram. We have had about as much of general 
discussion and over-all statistics as we need. 
New knowledge can now come mainly through 
two types of work: an analysis of the agreements 
in terms of United States politics and case 
studies of important agreements, for which this 
book should be considered a model. 


WILLIAM DIEBOLD, Jr. 
Palisades, New York 


The Legacy of Nasism: The Economic and Social 
Consequences of Totalitarianism. By FRANK 
Munk. New York: Macmillan Co., 1943. 
Pp. xvi+ 288. $2.50. 

The present book by the author of The 
Economics of Force is characterized by Dr. 
Munk as a commando raid on the whole problem 
of totalitarian economy and its aftermath, or, in 
the words of Pigou, “‘a sniping expedition into a 
large village.” In a sense, it is a sequence to the 
former book, describing the sad accomplish- 
ments of the economics of force and stating the 
problems with which postwar economic policies 
will have to cope. The book is well written, and 
the issues are presented in a straightforward 
manner. In comparison with some recent 
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descriptions of the Nazi economy, on the one 
hand, and with various postwar programs, on 
the other, the present book is more compre- 
hensive and more realistic. Its emphasis is not 
so much upon the by-now-well-known internal 
operations of the Nazi economy but rather upon 
the fate of the various economic systems of the 
European Continent under German yoke. 
Although military events are still in flux, the 
pattern of “scientific looting” is rigid enough 
to prevent the observations of the author from 
becoming dated. 

The book is divided into fifteen chapters, 
They deal with the general impact of the 
totalitarian economy, industrial production, 
population movements, the “new nationalism,” 
the changing nature of enterprise and competi- 
tion, financial techniques, banking organization, 
concentration and dispersion of industry, the 
operations of cartels, psychology of the sub- 
jugated, totalitarian economy and _ business 
fluctuations, the problem of economic leader- 
ship, and the nature of postwar planning. As 
these subjects indicate, Dr. Munk has written 
a vade mecum for the Allied Military Govern- 
ment, which will be helpful for Allied occu- 
pation and relief authorities. Even though his 
solutions of specific problems may not be accept- 
able in all instances, the well-documented state- 
ment of the relevant issues in the present book 
will facilitate the formulation of appropriate 
policies. 

It is impossible, within the limits of a review, 
to do justice to the wealth of material brought 
together by Dr. Munk. To the present re- 
viewer, the chapters on the “new nationalism” 
and on the problem of economic leadership seem 
to be most provocative. In the former, Dr. 
Munk points out the forces of nationalism in 
the subjugated countries which have grown in 
strength under the impact of German aggres- 
sion. 


In every country the anti-Nazi movement is 
composed of groups some of which are predomi- 
nantly nationalistic, others predominantly demo- 
cratic, and still others predominantly collectivistic. 
In many countries all three movements blend s0 
closely that it is impossible to distinguish the 
strength of the various components. One might ven- 
ture to say, however, that nationalism is in many 
countries (Holland, Norway, Czechoslovakia are 
examples) the strongest of all these elements, coupled 
with some kind of vague collectivism, yet undefined. 


*The desire for a return of individual liberties will 


assert itself only after nationalism and social as 
pirations are satisfied. 








_and economic aspects of the problem than in the 


In this connection the author pleads for the 
maintenance of the small nations. 

The only effective unity in Europe today is com- 
mon hatred of the Germans. Nazism and Fascism 
cannot unify the continent because they were born 
out of the belief in inequality and primacy of some 
nations before others. The real unity of Europe is 
still to be born. 


In connection with the discussion of eco- 
nomic leadership in postwar Europe, Dr. Munk 
makes a number of pertinent remarks concern- 
ing the control of German industrial strength 
after the war: 

We are apparently facing two alternative methods 
of divesting the leaders of German heavy industries 
of their power. Any one will serve its purpose pro- 
vided the landed gentry and its appendage, the 
military caste, are taken care of simultaneously. 
The first method consists of a transfer of effective 
control into the hands of a reliable international 
body. .... The other method would mean de- 
industrialization of Germany or at least the annihi- 
lation of certain war-type industries. 


It seems to the reviewer that economists have 
the duty to think through these problems in all 
their ramifications and to supply public opinion 
with the necessary facts for an intelligent dis- 
cussion. Deindustrialization of Germany, or, 
as he formulated it, a return to a predominantly 
agrarian economy, was proposed by Douglas 
Miller, author of You Can’t Do Business with 
Hitler, some time ago. Thus far, not much 
attention has been paid to the adverse effects 
which such a policy might entail with respect 
to the agricultural markets of the world. How- 
ever, on balance, this policy would not be too 
costly if it secures a desirable and lasting peace. 


H. W. SpPrecer 
Duquesne University 


International Agreements on Conservation of 
Marine Resources: With Special Reference to 
the North Pacific. By Jozo ToMAseEvicu. 
Stanford University: Food Research Insti- 
tute, 1943. Pp. xi+297. $3.00. 


This is neither a systematic nor a complete 
study of international fishery agreements but is 
a scholarly examination of typical fishery agree- 
ments, supplemented by notes about others. It 
gives the reader a good picture of the problem. 
The author is more interested in the scientific 
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legal and diplomatic aspects, but all these as- 
pects are touched upon. The book gives primary 
attention to the fur-seal, halibut, and sockeye- 
salmon fisheries—all in the North Pacific. Ap- 
pendixes deal with the North Seas and the 
Great Lakes fisheries and with whaling. 

International problems have arisen over 
many fisheries because of the incapacity of one 
state to exercise jurisdiction. In some cases co- 
operation of two states is adequate; in other 
cases three or four states must collaborate. 
Whaling could hardly be regulated properly 
without a universal agreement. 

The purposes of international fishery agree- 
ments have been to establish fishing rights in 
foreign waters (like the North Atlantic fisheries 
clause in the Anglo-American treaties of 1783 
and 1818), to establish jurisdiction on the high 
seas (like the four-power Bering Sea Seal Con- 
vention of 1911), to preserve order among fish- 
ermen (like the North Sea Fishery Convention 
of 1882), and to preserve the fish (like the hali- 
but and sockeye-salmon conventions). These 
purposes may all be involved in one convention. 
The author indicates how a country may be able 
to exploit the nuisance value which internation- 
al law gives it. Canada and Japan have been 
given several thousand sealskins a year, taken 
by the United States monopoly on the Pribilof 
Islands, merely by agreeing not to permit their 
nationals to take seal on the high seas. 

Fishery conservation measures depend upon 
careful scientific studies. The problems of no 
two fisheries are alike. In some cases a high rate 
of fishing may be beneficial because, by “thin- 
ning” the number of fish, more focd is left for 
each and the surviving fish are larger. In other 
cases, “overfishing” will so reduce the number 
of spawners that the fisheries will be rapidly 
destroyed. Sometimes fortuitous events are very 
important. A single accident, the landslide in the 
Fraser River in 1913, seriously reduced the sup- 
ply of sockeye salmon because a large year run 
was unable to get to the spawning grounds. 
Pelagic sealing destroyed mother seals and de- 
pleted herds, while killing an even greater num- 
ber of three-year-old bachelors on the home 
islands would have provided more and better 
sealskins and would actually have benefited the 
herds because breeding males could have de- 
fended their harems with less warfare and tramp- 
ling of pups. 

Economic problems of fisheries involve con- 
sideration of complex relations of costs, fishing 
take, prices, and the future of the fisheries. The 
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fishermen and the consumer, both present and 
future, must be considered. Is it better for the 
government monopoly of fur seals to let the 
herd grow indefinitely until every shopgirl can 
have a sealskin coat, even though the total 
profit to the government would be greater if the 
supply were kept so low that skins would con- 
tinue to command “luxury prices”? There is also 
the unsolved question of whether a great in- 
crease of fur seals would prove a menace to food 
fish, as the Japanese claimed when they de- 
nounced the convention in 1940. 

The reviewer found the book very interesting 
reading, full of fresh ideas, and of careful exposi- 
tion of complicated relations. It indicated a 
need of more scientific knowledge about fish, 
more international agreement on particular 
fisheries, and perhaps some changes in general 
international law concerning jurisdiction on the 
high seas or the width of the maritime belt. 


Quincy WRIGHT 
University of Chicago 


The International Economy. By JOHN PARKE 
Younc. New York: Ronald Press Co., 1942. 
Pp. xvi+714. $4.50. 

Professor Young presents, under a new title, 
a new, substantially revised and enlarged edition 
of his earlier text on International Trade and 
Finance. He has set himself a very broad task, 
as is witnessed by the very headings of the five 
parts into which his work is divided: “Nature 
of the International Economy,” “Theoretical 
Foundations,” “Institutions and Procedure,” 
“International Economic Policies,” “Course of 
International Finance.’’ Thus, the book is si- 
multaneously a text on the theory of inter- 
national trade and of international monetary 
relations; on the history of international trade; 
on the history of doctrines; on institutions; and, 
finally, on contemporary international economic 
relations, both commercial and financial. 

One may wonder if the book would not have 
gained in clarity and therefore in usefulness if it 
had covered only a part of that broad field. 
There are in existence, after all, several excellent 
texts in the theory of international trade by 
Professors Haberler, Ellsworth, and others, as 
well as on the history of commercial policy, like 
the revised edition of C. F. Bastable’s Com- 
merce of Nations. On the other hand, there is a 
great deal of scope for an up-to-date account 
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of international economic relations since 1914 
and of the various instruments of commercial, 
financial, and monetary policy which were in- 
troduced in the past thirty years. 

The prevalent habit of using one textbook 
only in a college course of one semester, or even 
of one year, is responsible for the composition 
of books covering as wide and diversified an 
area as Professor Young’s. Yet it may be 
doubted whether this habit is sound. The 
writer’s own experience, e.g., is all to the 
contrary. 

Thus handicapped by the very dimensions of 
the task he has set himself and by the peculiar 
difficulties arising out of the present state of the 
world, Professor Young has performed an ex- 
ceedingly useful task. Yet there are several 
lines along which the next edition of this well- 
known treatise could be further and consider- 
ably improved. This applies, in particular, to 
the arrangement of the subject matter and to 
the precision of details. Actually, as regards the 
first of these points, the book should be either 
very fully cross-referenced or, better still, sub- 
stantially reorganized. It is very difficult to 
segregate, for instance, the development of 
international-trade theory (chaps. xv and xvi) 
from that of international monetary theory 
(chap. xviii). To the extent to which monetary 
theory is concerned with international phenome- 
na, it is part and parcel of the theory of inter- 
national trade. 

It is even more difficult to keep apart com- 
mercial policies (chaps. xxviii ff.) from inter- 
national financial developments (discussed in 
chaps. xxxvi and xxxvii). This segregation leads 
to both omissions and duplications and, in 
addition, scatters material throughout half the 
length of the book which it would be much more 
helpful to have combined into one and the same 
chapter. It also affects the treatment of such 
matters as exchange control and international 
economic co-operation, in which financial and 
commercial factors are closely intertwined. 

The discussion of exchange control and 
quotas is, incidentally, one of the less satis- 
factory parts of the book. In future editions 
these sections might usefully be both developed 
and made more precise. Exchange control is a 
term which usually designates the centraliza- 
tion, in the hands of a governmental agency, 
of all the dealings in foreign exchange. Profes- 
sor Young uses it vaguely enough to deal under 
that heading with the McKenna duties of 1915 
(p. 506). Similarly, when discussing quotas, he 
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includes, as analogous with them, import sur- 
taxes levied on imports from countries with 
depreciated currencies (p. 526). Such usage of 
what, after all, are very precise, technical terms 
is rather confusing. 

There are a good many debatable statements 
in the sections of the book which deal with 
inter-war economic developments. Thus, e.g., 
the author seems to adopt throughout what one 
could call the “Poor Germany” interpretation 
of reparations. That attitude, which is very 
widespread in the English language literature, 
is due for a very substantial revision in the light 
of the available evidence. References on page 
621 would give the impression that the German 
hyperinflation was brought about through 
Germany’s printing marks with which to buy 
foreign exchange, to be turned over to Allied 
governments. This approach ignores the specu- 
lation in German currency that took place at 
that time, especially the activities of the Stinnes 
and Wolff concerns, as well as the peculiar 
monetary ideas that prevailed in Germany at 
the time. Worst of all, it ignores the reckless 
currency inflation that was carried out in 1923 
for the purpose of financing the “passive re- 
sistance” in the Ruhr. Were it not for all these 
factors, it could be maintained that an increase 
in taxes, reduction of imports, and lowering of 
prices to encourage exports would have been 
sufficient to secure the supply of foreign ex- 
change needed for reparation payments. There 
is no valid argument, to the knowledge of the 
present reviewer, to link the excesses of’ Ger- 
many’s hyperinflation with unavoidable malad- 
justments in her balance of payments. 

On page 622, we read that “the United 
States... . early declared against indemnities in 
principle, and at the Peace Conference refused to 
accept a share of reparations.” This statement 
may be misleading since the author fails to 
mention the fact that the reparation provisions 
of the Treaty of Versailles are included in the 
Treaty of Berlin. 

When discussing the financial difficulties of 
Austria in 1931, Professor Young seems to 
blame them entirely on the French attitude 
toward the proposed Anschluss. Now the Credit- 
Anstalt had been wobbly for several years pre- 
ceding its ultimate breakdown, on account of its 
excessive tie-up with the deficitary heavy in- 
dustry of Austria. The Anschluss was a political 
maneuver more than an economic measure. 
- What would have been very important for 
Austria economically was a customs union 
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with Danubian countries who might have be- 
come a good market for Austria’s industry. 

Speaking of the 1938 events (p. 535), Dr. 
Young suggests that Austria’s “absorption by 
Germany ....solved some of its economic 

” It would be impossible to sup- 
port this claim by evidence. What is not said, 
on the other hand, is that by the end of 1937, 
Austria had achieved a very substantial eco- 
nomic recovery, and was the only country in 
Europe which had been able to eliminate al- 
most entirely its exchange control, except as it 
concerned capital movements. 

The Tripartite Agreement, mentioned on 
pages 536-38 and 637-39, is rather underesti- 
mated. The discussion of Lend-Lease (pp. 410~- 
13) should be co-ordinated with the discussion 
of the Atlantic Charter (pp. 585-86). There 
would be many other points of this type to 
make, but to do so would exceed the scope of this 
review. 

The International Economy will make a very 
useful textbook, and it is to be hoped that the 
next edition will eliminate the drawbacks from 
which it suffers at present—some of which have 
been enumerated above. An adequate bibli- 
ography and a good index add to the usefulness 
of the book. 

MICHAEL A. HEILPERIN 
Hamilton College 


Native Labour in South Africa. By Suetta T. 
VAN DER Horst. New York: Oxford Uni- 
versity Press, 1942. Pp. xii-+-340. $6.00. 

_ This is an exceedingly informative study of 
prime importance for students of racial prob- 
lems. Since it was prepared as a doctoral thesis 
under Professor Arnold Plant at the London 
School of Economics, the approach is that of a 
competently trained economic theorist. 

Exploitation is defined precisely as the pay- 
ment of wages below the value of the marginal 
product of the worker (p. 200). The urban 
natives, numbering slightly over a million in 
1936, are not, in Miss Van der Horst’s opinion, 
subject to exploitation in this sense. 

There is little evidence either of combination to 
depress wages among employers in manufacturing 
industry and commerce, or the ability of individual 
employers to influence wage-rates appreciably. 
Within the towns Native labour is, on the whole, 
unspecialized and mobile, which tends to prevent 
its exploitation, in the sense of payment of wages 
below the competitive rate [p. 261]. 
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There is, however, an imperfect market for 
native farm laborers and for colored migratory 
workers in mining and allied industries. It is 
held that the policies and circumstances pro- 
ducing the exploitative situation are many- 
sided. In the first place, it has from early days 
been a professed policy to keep the incomes of 
reserve natives at a level sufficiently low to 
force them to supplement their incomes with out- 
side earnings—that is, to force them to become 
migratory laborers. To this end, the reserve areas 
are kept small and densely settled, in striking 
contrast to the sparsity of population in the 
European rural areas. Natives are prevented 
by law from owning land outside the reserves, 
and native tenancy is discouraged by pro- 
hibitive taxation. Other taxation has been used 
traditionally and consciously as an instrument 
to the same end. In the second place, freedom 
of the natives to seek work is greatly limited. 
Having little money and situated far from em- 
ployment, few natives can emancipate them- 
selves from the monopsonistic recruiting system 
operated by the mines. Moreover, the move- 
ments of natives are controlled by the pass 
laws; and, in fact, they have been “legally pro- 
hibited from freely seeking work in the great 
majority of urban areas in the Union” (p. 295). 
Thirdly, breach of contract by natives is, under 
South African law, a criminal offense, and the 
contracts may therefore be unforced by criminal 
sanction. In addition, freedom of movement of 
the natives at the mines is, in most cases, 
eliminated by the fact that they are housed in 
the inclosed barracks known as “compounds.” 

Although Miss Van der Horst correctly 
argues (pp. 200-205) that the chronic com- 
plaints of “scarcity of labour” from mine- 
owners over-a period of fifty years, and more 
recently from farmers, are to be explained only 
on the assumption of monopsonistic exploita- 
tion in the sense of wage payments below 
marginal productivity, she nevertheless con- 
cludes that 


it is not at all certain that a rise in Native wages, 
even on the mines, would benefit Native workers as 
a whole. As the scale of the gold industry is depend- 
ent upon present wage-rates, its employing capacity 
would be reduced, while there would also be a reduc- 
tion in the employing capacity of ancillary indus- 
tries, and the Natives excluded would be forced into 
less preferred occupations [pp. 260-61). 


In support, she refers to evidence indicating that 
even in the gold-mining industry there is no ex- 
ceptional rate of reward which could be dis- 


tributed to natives in higher wages. She sug. 
gests, however, that a transferable margin may 
be accruing to Europeans in those mining 
occupations from which natives are excluded— 
yet her general position is one of doubt that 
such a margin exists. But, if no such margin 
exists, there is no exploitation; while, on the 
other hand, if there is exploitation, wages can 
certainly be raised without restriction of em- 
ployment. Miss Van der Horst would hence 
appear, at one point, to argue vigorously that 
exploitation does exist and, at another point, to 
argue, with equal vigor, that it does not. 

But monopsonistic exploitation is not the 
only method by which the native population is 
manipulated for the benefit of the white minor- 
ity. Equally, or perhaps more, important is the 
discriminatory “civilized labour policy,” which, 
by a variety of official measures, excludes native 
competition from a very large number of occu- 
pations, with a resulting artificial scarcity of 
labor in these occupations and consequent high 
wages for unskilled white labor. The tariff is 
deliberately used to expand manufacturing in- 
dustry in order to expand white employment 
(pp. 264-65). General social pressure and the 
fear of antagonizing government departments 
(p. 248), neither of which is unimportant, cause 
exclusion from still other fields. In addition to 
the exclusive pass laws, which aim at preserving 
urban areas for white labor (pp. 271-78), and 
other devices, there is the very effective in- 
dustrial council system. Miss Van der Horst’s 
conclusions are definite. Not only is there serious 
exploitation of the native population, but the re- 
sulting misuse of resources is so great as to re- 
duce considerably the national income and 
strangle economic development. Indeed, she 
suggests that these effects may be so serious 
as to be shortsighted, even from the narrow 
point of view of European advantage. An inter- 
esting aspect is her contention that the barri- 
ers confronting the natives are “not malevolent- 
ly conceived” and her demonstration, in the 
course of the argument, of the way in which an 
ideology of justification and assertion of mutual 
advantage has been built up around the ex- 
ploitative institutions. 

Most readers will find the nineteenth-century 
background much overdeveloped; and all but 
specialists in South African economic history 
will therefore be well advised to omit Parts I 
and II (comprising almost half the work), with 
the exception of sections dealing with official 
measures to promote the supply of labor (pp. 
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110-24 and 147-53) and with the early history 
of the Chamber of Mines (pp. 128-36). The 
balance, Part III, is, however, rewarding in its 
entirety. 

James DINGWALL 
Chicago, Illinois 


Financial Policies of Business Enterprise. By 
W. Bayarp Taytor. New York: D. Apple- 
ton—Century Co., Inc., 1942. Pp. xxi+867. 
$4.25. 

Modern Corporation Finance. By Writutam H. 
HusBanp and James C. Dockeray. Chicago: 
Richard D. Irwin, Inc., 1942. Pp. viii+-853. 
$4.25. 

Apart from certain general qualifications to 
be noted in due course, one can report that the 
two volumes here under review are a welcome 
addition to the general literature on corporation 
finance. To be sure, there are specific points in 
each with which the reviewer would disagree. 
And, after the fashion of reviewers, he would 
question, perhaps, the distribution of emphasis 
and the manner of presentation at certain 
points. But such interrogations are neither more 
numerous nor more serious than could be ex- 
pected in a critical appraisal. Both volumes 
cover the traditional subject matter in a man- 
ner which should allow instructors to modify 
the emphasis and extend the analysis as their 
tastes require. Each book, but particularly Pro- 
fessor Taylor’s, gives evidence of having been 
thoughtfully prepared rather than put together 
with scissors and paste. 

The Taylor volume is the larger of the two, 
and on almost all topics the more complete. 
The reviewer felt that it was unusually ex- 
tensive on such topics as the history of the 
corporation and the instruments of corporation 
finance. Especially on the historical and legal 
aspects of the subject, the author has gone to 
great pains to get the full facts. He is perhaps 
less sure-footed in economic analysis and at 
times manifests an impatience with such reason- 
ing. Indeed, the one chapter which goes in for 
this sort of thing in any detail, chapter xxxi, on 
the “Theory of Expansion,” was written by Mr. 
P. L. Brokaw. It is not too happy an effort, and 
it should be carefully re-worked in a revision. 
The discussion of capitalization and valuation— 
admittedly difficult topics—the reviewer found 
hard going and at points not altogether clear. 
At various places, the reviewer felt that Pro- 
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fessor Taylor would have improved his volume 
had he been more severe with his blue pencil. 
He writes in a pleasing style; but not infre- 
quently his facility with the pen carries him off 
into needless digressions that impede the other- 
wise even flow of the discussion. All things con- 
sidered, however, Professor Taylor has written 
a good book, which should find favor with in- 
structors. 

Professors Husband and Dockeray have 
written directly and to the point. There are few 
wasted words in their volume. One is scarcely 
ever in doubt as to their meaning. Their volume 
is less “advanced” than Professor Taylor’s—pre- 
sumably intentionally—and there are few ex- 
cursions into controversial issues. Particularly 
well done, in the reviewer’s opinion, are the 
chapters on management and directors and 
on the sources of capital. The book is descrip- 
tive rather than theoretical in its approach and 
contains a number of useful statistical tables. 

The reviewer cannot conclude his remarks, 
however, without the suggestion that the whole 
field of corporation finance might well be re- 
examined as to form and content. The tradi- 
tional treatment from the point of view of the 
business executive has, of course, certain ob- 
vious advantages. Yet, is there not a real danger 
of overlooking numerous important develop- 
ments by shackling the organization and pres- 
entation of the subject to this pattern? Public 
regulation of private finance has been growing 
apace in the last decade. And the prospects are 
for more, rather than less, in the days to come. 
Yet a thoroughgoing analysis of the economic 
intent and consequences of such public regu- 
lation, present or impending, has yet to appear 
in any of the standard works. Unless the re- 
viewer is grossly mistaken, these topics are 
omitted entirely or given a mere flick of atten- 
tion in passing. Yet they are of the utmost im- 
portance, even to the professional manager. 
This neglect of broader issues, moreover, is not 
restricted to those areas in which public 
authority has already moved. For example, the 
economic consequences in terms of the size 
and stability of the national income of corporate 
dividend policies (including the stable-rate 
philosophy), working capital utilization, ex- 
pansion policies, etc., have not been analyzed 
or even thoroughly explored by writers in cor- 
poration finance. Or, again, what are the im- 
plications for the economy, as a whole, of bond- 
financing as against equity-financing by private 
enterprise? Yet, presumably specialists in the 
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field have an obligation to express a reasoned 
and informed judgment on such topics. Instead, 
these problems are largely ignored while we have 
laborious expositions of the principle of ‘“trad- 
ing-on-the-equity,” which, in essence, is the 
not very profound proposition that borrowing 
sometimes pays. In other words, the reviewer 
wonders if, perhaps, in corporation finance the 
weight of tradition as to form and content 
(largely attributable to A. S. Dewing, I think) 
has not inhibited a thorough examination of 
many really important problems from a broader 
focus. 

Lest there be misunderstanding, let the re- 
viewer state at once that he does not consider 
the two books here under review as singularly 
open to the criticism implied in the previous 
paragraph. In so far as the contention is worth 
considering, it is applicable to all such general 
treatises in the field with which the reviewer 
is familiar. 

Norman S. BuCHANAN 
University of California 


The Conception of Surplus in Theoretical Eco- 
nomics. By AMIYAKUMAR DasGupta. Cal- 
cutta: Dasgupta & Co., 1942. Pp. x+214. 
Rs. 6/. 


This book is an intelligent summary presen- 
tation of a chapter in economic thought which 
itself is interesting for the lack of this quality. 
The work does not purport to make any great 
constructive contribution, and the reviewer 
could criticize it on lines which are rather to be 
expected when one theorist comments on the 
work of another—that its significant content 
might have been presented in briefer compass 
and that a better organization wuld have 
brought out more clearly the main issues and 
the author’s position with respect to them. 
However, apart from differences in predilec- 
tions, a critic should recognize a twofold diffi- 
culty in the way of this kind of writing. In the 
‘present chaotic state” of thinking in this field 
(if the reader will pardon the cliché) one can 
hardly write on any topic or theory without 
building a system from the ground up; and, 
when one’s topic is historical, it is almost requi- 
site for clarity to give the history of all the fun- 
damental notions and conceptions of problems, 
scope, and method in the discipline. As would 
be expected from one who worked at the London 
School, under Robbins, Hayek, Rosenstein-Ro- 
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dan, and others, the author shows an adequate 
grasp of economics from the modern classical 
point of view; and, as one expects from any 
British-educated economist, “even” a product 
of the London School, he shows rather too much 
deference to the great classical and neoclassical 
fathers, particularly Ricardo. But, again, it is 
hard to strike a balance between ancestor wor- 
ship and arrogance toward predecessors whose 
work we have learned from and must build 
upon. 

In this reviewer’s opinion, the primary value 
of the study of the history of economic thought 
is to learn how difficult it is to get away from the 
prejudices and preconceptions of the man in the 
street—to learn how difficult it is to be realisti- 
cally theoretical, correlating perception of 
trees with that of the forest, and seeing both 
with the eye of the botanist and forester rather 
than the poet or naive moralist. The idea of a 
“surplus” in economics suggests three great 
battles which had to be won in order to build up 
a body of theory which would be sound and rele- 
vant. First, economic thought had to make a 
transition from the point of view of an essential- 
ly authoritarian state, interested in its own ag- 
grandizement, to individualism, and (second) 
to distinguish between sentimental-ethical in- 
dividualism and the mechanics of an individual- 
istic system of organization. In this connection 
(third) the vague idea of a teleological-meta- 
physical “necessity” had to be exorcised in 
favor of an objective statement of what hap- 
pens under explicitly given conditions; it was 
particularly difficult to learn that the proposi- 
tion, “men have to live,” is not a valid and us- 
able premise for objective economic analysis. 

The first appearance of the idea of surplus in 
modern economic thought was the physiocratic 
doctrine of an excess product in society above 
the cost of human maintenance, a surplus avail- 
able for taxation and other payments to support 
the state and a cultured élite and for saving. 
This idea runs through the work of the British 
“classicists” in the distinction between produc- 
tive and unproductive labor. Our author brings 
out the first point tolerably well (in chaps. i and 
ii) and rather adequately emphasizes the kin- 
ship between physiocratic ideas and Ricardian 
rent, though his formulation, “surplus in rela- 
tion to prosperity,” is not perhaps the best pos- 
sible choice. But his treatment of the important 
topic of productive and unproductive labor 
borders on the nonexistent. He might also have 
mentioned Ricardo’s matter-of-fact reference 
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to “power to maintain fleets and armies” as the 
meaning of the net real income of a nation 
(Principles, chap. xxvi). More adequate is his 
treatment of subsistence cost in the classical 
theory of distribution (especially Ricardo); but 
this is brought into relation chiefly with the 
theory of rent, while it was more directly im- 
portant as the basis of the residual theory of 
profit. The permeation of the classical writings 
with a labor theory of value, confused with a 
labor-subsistence theory, and containing other 
ambiguities, shows that these writers fell short 
of either objectivity or clarity. Our author is 
not as critical as he might be at this point. 

Better brought out, but inadequately related 
to its ultimate presuppositions (in this case 
ethical), is the entirely different conception of 
the surplus associated with the name of Marx, 
the idea that income above wages equal to the 
subsistence cost of labor is taken by “‘owners”’ 
through exploitation. Of course, Marx and his 
followers shifted back and forth at their con- 
venience and, to the careful reader’s bewilder- 
ment, between this notion and the theory that 
socially necessary labor determines actual ex- 
change value—which was taken from the ortho- 
dox Ricardians. The generalization of “neces- 
sary” maintenance cost, by John A. Hobson, 
to cover all factors, with a corresponding expan- 
sion of the notion of unearned income (unless it 
is used for social growth) is briefly stated and 
rejected (pp. 45-47); but we find no serious 
analysis of the problem of the supply of produc- 
tive factors, which would be necessary to bring 
out its absurdity (cf. pp. 88-97). 

The second battle for objectivity may be said 
to have been won with the establishment of a 
theory of value (including distribution, as the 
valuation of concrete productive services and 
of the use of “‘capital””) based on the idea of 
“marginal” increments (more properly called 
“differentials,” or simply “small increments”). 
The author gives Ricardo undeserved credit 
(p. 62) for originating the idea of marginal pro- 
ductivity, of which he had no comprehension 
whatever, though it is now evident that his 
theory of rent really was a residue after pay- 
ment for the other services (treated as one) on 
the basis of their marginal contribution. The 
problem of the surplus in this connection is a 
fourfold one. On the one hand, it centers in the 
relation between marginal and supermarginal 
(or infra-marginal) uses of (a) productive fac- 
tors or (6) products, in a combination, at the 
position of equilibrium. On the other hand, we 
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confront the theory of diseyuilibruim in both 
branches of value theory. The main problem 
recognized in current thought and discussed in 
this book is the first, twofold, one of theoretical 
supermarginal values, or the gains from ex- 
change. In the field of consumption goods (prop- 
erly services) this is the theory of consumer’s 
surplus; in the field of distribution it is the prob- 
lem of “rent,” taken in an extremely broad 
meaning, to include the remuneration of any 
factor of production, viewed as a residual. 
Strangely rare is clear recognition that the resid- 
ual and the marginal productivity are identical. 
To the treatment of the rent problem, the au- 
thor devotes the first and longest of three main 
divisions of his book (chaps. ii—v), following an 
introductory chapter under the title “Distribu- 
tional Surplus—Static Aspects.” In this divi- 
sion is inserted, in the first ten pages of chapter 
iii, his discussion of Marxian surplus value. In 
chapter ii, rent is treated as an index of prosperi- 
ty (Physiocrats, Cantillon); in chapter iii it is a 
form of unearned income; while chapters iv and 
v deal with it, respectively, as a differential sur- 
plus and as an element in cost. Chapter v has an 
appendix (pp. 88-97) “On the Ultimate Nature 
of Costs.” The treatment shows a good compre- 
hension of the modern theory of rent and cost, 
specifically of cost as sacrificed alternative; but 
it does not approach the problem from the point 
of view above suggested—that the meaning of 
rent is essentially supramarginal value or gain 
from exchange. (This actually includes a large 
part of consumer’s surplus, and the whole is of 
the same nature.) 

The second division, “Gains from Exchange 
—Consumer’s Surplus,” consists of three chap- 
ters (vi-viii). The first is historical, the second 
a critique of Marshall’s treatment, and the 
third deals with “Consumer’s Surplus in Inter- 
national Trade’’; to this last is added an appen- 
dix (pp. 156-67) “On the Elasticity of Recip- 
rocal Demand and Terms of International 
Trade.” This digression will not be examined 
here because of its intricacy and because the re- 
viewer does not believe international trade pre- 
sents really peculiar problems that are meaning- 
ful. The discussion in chapters vi and vii seems 
competent. The author falls into the usual fal- 
lacy (as it seems to the reviewer) of defining the 
surplus as a difference between two amounts of 
money paid for the same amount of a good in- 
stead of a difference between quantities of the 
good bought with the same amount of-money 
under different conditions, the indifference con- 
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dition being equivalent to doing without it. The 
author refers in footnotes to Hicks (who makes 
the same “‘error’”’), but the argument is not ori- 
ented to the extensive recent discussion of the 
reality of diminishing utility. 

The discussion of profit as “frictional sur- 
plus,” meaning a phenomenon of disequilibri- 
um, seems doctrinally competent and histori- 
cally adequate as far as could be expected with- 
in its limited compass (8 pages). Some of even 
this brief discussion relates to monetary causes 
of disequilibrium and might better have been 
placed in the final chapter (chap. x, “Money 
and Dynamic Surplus”), to which the author 
appears to be anxious to hasten on. The phe- 
nomena of boom and depression have, of course, 
been the central interest in analytic economics 
in late years. The connection between this 
branch of theory and the main topic, the sur- 
plus, is not too close; and the discussion also lies 
rather out of the proper field of history of doc- 
trine, the writings considered being so recent. 
The brief but critically competent treatment is 
oriented to the doctrines of Wicksell, Hayek, 
and Keynes. The main doctrinal criticism of the 
reviewer would be that, as in most of the litera- 
ture, far too much emphasis is placed on the 
direct role of the interest rate, whereas the es- 
sential phenomenon is price-level expectations. 
Changes in general prices, in turn, and price un- 
certainty, may be due to expansion and contrac- 
tion of circulation through commercial bank 
activities, but the fear of unfavorable political 
action probably played a greater role in the 
great depression of the thirties. The author 
shows no recognition of the obvious fact that an 
expectation of rising prices is a powerful stimu- 
lus to investment, while relatively little of the 
opposite expectation (or of other fears) will 
even justify and cause net disinvestment. 


FRANK H. KNIGHT 
University of Chicago 


Monetary Theory: A Modern Treatment of the 
Essentials of Money and Banking. By 
GrorcE N. Hat. Philadelphia: Blakiston 
Co., 1942. Pp. xi+347. $3.50. 

Instructors of courses in monetary theory 
have long been confronted with a serious 
dearth of up-to-date textbooks. They will agree 
that Professor Halm’s book is a welcome addi- 
tion to a small and as yet insufficient stock. 


The range of topics discussed in the book is 
wide. Following an introductory chapter con- 
cerned with the economic significance of money, 
the reader is given an analysis of the quantity 
equations and of the determinants of the mag. 
nitudes involved in these equations (chaps. 
ii-viii). This section of the book is followed bya 
discussion of the differences existing between 
various kinds of metallic standards (chap. ix) 
and by a chapter concerned with the concept of 
neutral money. The subsequent two chapters 
(xi-xii) contain an introduction to the theory of 
international payments. They include an ap- 
praisal of the gold standard and also of some 
proposals aimed at intermediate solutions as 
between rigid forms of the gold standard, on the 
one hand, and free exchange rates, on the other; 
a brief treatment of exchange control also is 
included. The author now turns to interest 
theory (chaps. xiii-xv), discussing, first, the 
concept of “waiting,” then presenting the 
loanable funds approach, and, finally, outlining 
the Keynesian theory. The following chapter 
treats of the credit market and of the functions 
of different types of banks. Subsequently, in 
chapter xvii, the problem of the business cycle 
is raised and main schools of thought are re- 
viewed. Finally, a chapter is devoted to each of 
the following topics: “The Synthesis of the 
Multiplier Principle with the Acceleration 
Principle”; “The Problem of the Model Cycle,” 
that is, of “typical” developments during the 
cycle; and “Economic Stabilization” by means 
of monetary policies in normal times and in the 
war period. 

The advantages and the disadvantages of 
the book stem from its broad coverage. The 
book raises a great variety of issues on which 
the instructor may elaborate. This undoubtedly 
is a substantial advantage. On the other hand, 
the author does not always have time enough to 
be as thorough as would be desirable. Frequent- 
ly we find ourselves amid a somewhat sketchy 
discussion of highly complex controversial 
problems after a brief and incomplete explana- 
tion of the basic concepts involved in the con- 
troversy. The student will not always be able to 
follow the exposition because its foundations 
are often insufficient from the pedagogic point 
of view; and for the professional reader the 
analysis sometimes is too sketchy. This is the 
main disadvantage of the book. It may not be 
easy to avoid this disadvantage, if in slightly 
over three hundred pages one has to rush from 
MV = PT through topics such as exchange 
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control and the Keynes-Ohlin controversy on 
reparations, to stagnation and to war finance. 

Not merely the treatment of the more in- 
volved problems suffers from this weakness. 
Not merely is it true that the roo per cent re- 
serve plan, the effects of unilateral payments 
on the terms of trade, the controversy regard- 
ing the “period of production,” etc., are brought 
into the discussion without adequate foundation 
for the student and without always making the 
author’s position sufficiently clear concerning 
the essence of these problems. Even some of the 
fundamental concepts are presented in a man- 
ner that does not impose on the student the 
amount of work required for their understand- 
ing. It is doubtful, for example, whether stu- 
dents will get from this book more than a very 
superficial notion of the concept of income or of 
the implications of the Robertsonian period 
analysis, which is being used throughout the 
book. 

In spite of this, the reviewer feels convinced 
that Professor Halm has rendered an impor- 
tant service to the profession. The pedagogic 
weaknesses to which the foregoing criticism re- 
lates can more easily be ‘remedied by an in- 
structor than avoided by an author. It may well 
be that these weaknesses could be avoided com- 
pletely only in one of two ways, namely, either 
by much longer textbooks or by intensive texts 
covering merely fractions of so-called “fields.” 
These are expensive solutions and as such pos- 
sess disadvantages of their own. 

Among the few statements calling for out- 
right correction, one or two may be mentioned. 
It is erroneous to maintain, as the author does 
on page 60, that open-market purchases do 
not lead to credit expansion if the banks al- 
ready possess excess reserves. On the usual as- 
sumptions concerning the interest elasticity of 
liquidity provisions, open-market purchases re- 
sult not only in an increase of idle deposits and 
of excess reserves but also in credit creation. 
Unless the reserve ratios actually maintained 


* The reviewer is at a loss to interpret some of the 
compromise solutions suggested by the author. It is 
held that waiting is one of the determinants of 
saving but that interest must not be interpreted as 
&@ price paid for waiting (pp. 182-84). As concerns 
the controversial problem of the effects of unilateral 
payments, the impression is conveyed that the 
correctness of Professor Ohlin’s views depends 
mainly on whether the demand for the goods of 
the paying country is of more or less than unitary 
elasticity (pp. 150-53). 
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by the commercial banks are perfectly elastic 
with respect to interest rates—a very unrealis- 
tic limiting assumption which Professor Halm 
clearly does not wish to make—open-market 
purchases lower interest rates and lead to an 
increase in MV. Moreover, if the demand 
curve for idle deposits is negatively sloped to 
interest-rates, V declines at the same time. 
Therefore, M increases, although excess reserves 
might also increase (but not sufficiently to pre- 
clude a rise in the supply of money). 

Another point to be mentioned is concerned 
with the relationship existing between con- 
sumption and investment. The author, after 
having criticized the underconsumption theo- 
ries severely, makes concessions which are so 
sweeping that some of his statements would fit 
into a radical version of the underconsumption 
theory. For example, it is maintained that “a 
decrease in consumption (or even a declining 
rate of increase in the demand for consumers’ 
goods) decreases the demand for capital goods 
in absolute figures” (p. 302). The objectionable 
part of the statement is here put in parentheses, 
but the same conclusion as to the effects of a 
decrease in the rate of increase of consumption 
is suggested by the author’s entire analysis of 
the cycle problem in general and of the acceler- 
ation principle in particular. It is possible to 
deduce this conclusion from a narrowly inter- 
preted version of the acceleration principle, but 
the conclusion rests on the assumption that that 
part of the aggregate investment flow which 
serves to produce further capital goods for sub- 
sequent investment cannot be increased. As 
long as the marginal propensity to consume, in 
real terms, is greater than zero, investment will 
always result in a rise of aggregate consumption. 
Unless crude underconsumptionist assumptions 
are applied to the investment-consumption re- 
lationship, it cannot be concluded that a given 
flow of investment requires that consumption 
should rise at some definite time-rate. The un- 
derconsumptionist assumption which actually 
would lead to this conclusion is not borne out by 
facts. 

This review is critical. Considering that use 
of the book is recommended, it seemed appro- 
priate to call the reader’s attention to the cir- 
cumstances that require special handling by the 
instructor. 

WILLIAM FELLNER 


University of California 













180 


Two Papers on the Degrees of Mortality of Man- 
kind by Edmund Halley. Edited with an 
Introduction by Lowe. J. Reep. (“A Re- 
print of Economic Tracts,” edited by G. 
HEBERTON Evans, Jk.) Baltimore: Johns 
Hopkins Press, 1942. Pp. vi+-21. $1.25. 


Most actuaries, vital statisticians, and other 
users of mortality tables are aware that Edmund 
Halley constructed the first mortality table 
known to have been constructed from statistical 
data and did so from records of births and 
deaths in the city of Breslau in Silesia. With 
that most of us are content. Few, indeed, could 
give any indication of where the table was 
published, in what form it was published, and 
how Halley came to have the material regarding 
the births and deaths in the rather small 
German iniand city on the border of Poland, to 
which “the Confluence of Strangers is but 
small.”’ If asked what use Halley visualized for 
such a table, most of us would probably guess 
wrong. 

Hence, Johns Hopkins University and the 
Johns Hopkins Press have done a real service in 
reprinting Halley’s paper, in which this im- 
portant contribution was presented to the Royal 
Society, as well as the memorandum of further 
comments which was presented at a subse- 


quent meeting. Both articles are reprinted in 
full “from the first and uncorrected edition of 
the Philosopi'-+l Transactions in the Library 


of Congress.’ “ue complete articles were re- 
printed in 1875 in the Journal of the Institute 
of Actuaries (Vol. XVIII), but that volume is 
not found in many libraries. Modified versions 
have appeared in two abridged reprints from 
the Philosophical Transactions, but this appears 
to be the only other complete reprint. 

There is a five-page Introduction by Pro- 
fessor Lowell J. Reed, giving some interesting 
facts about Halley and the Royal Society and 
indicating that the data had been presented to 
Leibnitz by Dr. Caspar Neumann, clergyman 
of Breslau, who compiled them, and that they 
were probably sent by Leibnitz to Henry Justell, 
the secretary of the Society, who passed them 
on to Halley, who was the assistant secretary. 

A review of Halley’s papers themselves is 
hardly in order at this date. To this reviewer the 
interesting thing was the evidence of Halley’s 
understanding of statistical probabilities and his 
clear exposition of the use that may be made of 
mortality tables in valuation of annuities and 
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calculating insurance premiums, as well as in 
demographic studies. 
A. H. Mowsray 


University of California 


The Age of Enterprise: A Social History of In- 
dustrial America. By Tuomas C. Cocuran 
and WrLuiAM MILLER. New York: Macmil- 
lan Co., 1942. Pp. x +394. $3.50. 


The industrial strength, the political and 
economic philosophy, and the social structure 
of this country are now committed to the cruci- 
ble of a war in which military victory is the first 
but not the final assessment. Indeed, in some 
respects, the postwar period will impose even 
more crucial tests on American society than 
those which have been encountered thus far in 
the struggle. 

No one can say with certainty exactly what 
transformations in the fundamental internal 
relationships of American life are likely to occur 
as the result of these trials. There are, however, 
two conditions necessary to the understanding 
of the scope and complexity of this transitional 
period in our history. First, it is essential to 
grasp clearly the principles of organization upon 
which American society is founded. Second— 
and more difficult to achieve—is a clear state- 
ment of the historical development and func- 
tioning of those institutions which define and 
govern the operation of the United States asa 
going concern. 

The task which the authors of the Age of 
Enterprise have undertaken is to portray the 
growth of the American nation in terms of its 
dominant institutional pattern. Economically, 
the major influence, as well as the chief protag- 
onist, in American history has been private in- 
dustrial enterprise. All other phases and all 
other areas of our national existence have been 
conditioned by their relation to business enter- 
prise. 

In pursuing this thesis the authors have em- 
ployed historical material of unusual signifi- 
cance and, in many instances, entirely novel to 
readers of ordinary economic histories. While 
they have aimed at a nonprofessional audience, 
they have succeeded in producing a valuable ad- 
dition to the library of the professional econo- 
mist and historian alike. The complete avoid- 
ance of hackneyed academic method constitutes 
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one of the principal recommendations of a study 
which has numerous literary and analytical 
qualities to distinguish it. 

The point of view incorporated in this book 
may be illustrated by the following excerpt: 


Men’s lives are determined chiefly by habits 
formed in daily activities. In the United States each 
year after 1800 more and more men spent their 
days in factories and mines, on canals and rail- 
roads, tending machines, locomotives, and steam- 
boats, keeping accounts, selling commodities, dig- 
ging coal, copper, lead, and iron, drilling oil and 
natural gas. As time passed they spent their profits, 
wages, and commissions on goods announced for 
sale in newspapers supported by business advertise- 
ments and friendly to business objectives. Their 
literature was issued by publishers engaged in 
business enterprises. Their amusements were not 
spontaneous street dances but spectacles staged for 
profit. Their colleges, founded in many cases to 
prepare young men for the ministry of God, became 
devoted to science, and their scientists became 
servants of business. Their public architecture con- 
cerned itself with banks, insurance offices, grand 
hotels for commercial travelers. Their mature phi- 
losophy discarded metaphysics—or so its practition- 
ers claimed, describing their speculation felicitously 
for our pecuniary culture as the quest for the “cash 
value” of ideas. 


With a degree of suggestive detail and with a 
richness of reference stimulating to the most 
surfeited reader of economic histories, The Age 
of Enterprise moves forward with a sweep and 
intensity worthy of the story which it tells. It is 
made apparent beyond question that the issues 
which will make or break America’s attempt to 
establish a free society both just and efficient 
have remained constant. The struggles between 
privilege and opportunity, between monopoly 
and competition, and between pecuniary values 
and moral aspirations have gained urgency 
with the passing of old frontiers and the emer- 
gence of new horizons of social and economic 
development. While the authors do not essay to 
render a decision on the fate of private enter- 
prise in the future, they make it abundantly 
evident that the next stage of our history will be 
critical. It is clearly shown, moreover, that in 
large part the wisdom and the policies of private 
industry, as much as the activity of opposing 
forces, will determine the outcome. 

Despite the many excellent contributions 
which are made in The Age of Enterprise to an 
integrated conception of American industrial 
culture, the authors have employed certain as- 
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sumptions which the economist will regard 
skeptically. Particularly, some of their economic 
judgments concerning monopoly and competi- 
tion are inaccurate. Such strictures are minor, 
though, in an appraisal of the work as a whole 
and do not detract from its general stature. The 
Age of Enterprise is a pioneer project in the field 
of American economic history and should spur 
further exploration. 

CuarLes A. WELSH 


Washington, D.C. 


The Burden of British Taxation. By G. FiInpLAY 
Surras and L. Rostas. Cambridge: At the 
University Press, 1942. 15s; New York: 
Macmillan Co., 1943. Pp. xiii+-240. $3.00. 


This book undertakes a study of the burden 
of taxation in the United Kingdom at various 
income levels for the pre-war year 1937-38 and 
the war year 1941-42. The result is, in many re- 
spects, a tour de force that can only be appre- 
ciated by those who are aware of the relative 
scarcity, for the United Kingdom, of the basic 
statistical material needed for a study of this 
kind, as compared with the rather extensive 
studies available of the distribution of income 
and expenditure in the United States. Even with 
this handicap, the final product compares very 
favorably with studies that have been made for 
this country. Assumptions, methods, and such 
scanty basic data as were available are given in 
great detail. The final results indicate that the 
tax burden is still somewhat regressive in the ex- 
treme lower ranges of income but that progres- 
sion is steeper and begins at a lower income 
level than formerly. For example, for a family 
consisting of husband, wife, and two children, 
the lowest effective rate of tax is at £250 in 
1941-42, as compared with £350 in 1937~38 and 
£500 in 1930-31. In 1941-42, taxes are es- 
timated to have taken 28 per cent of a wholly 
earned £100 income, 20 per cent of a £250 in- 
come, and g1 per cent of a £50,000 income, while 
taxes on investment income are estimated at 25 
per cent on £100, 21 per cent on £250, and 92- 
94 per cent on £50,000. « 

Aside from considerable margins of error in 
the basic data from which the indirect tax 
burdens were derived—which, however, would 
probably not affect the final results materially— 
there are three points at which issue may be 
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taken with the methodology. The first is the 
selection of the income-tax-paying family as the 
economic unit on the basis of which the burden 
is to be computed. The selection of such a unit 
has material advantages in simplifying the com- 
putation of the income tax, which is, for the up- 
per income ranges, the most important factor in 
the total burden. This unit can also be justified 
as the one selected for the graduation imposed 
by the income tax and hence as having the sanc- 
tion of public policy as expressed in the income- 
tax law. Indeed, to select another unit carries 
with it the very strong implication that the unit 
adopted for income-tax purposes is faulty. Yet 
the use of the income-tax unit produces a wide 
degree of heterogeneity between the various in- 
dividual units which will be considered repre- 
sented by those selected as typical. In fact, this 
was implicity recognized in that it was con- 
sidered necessary to present separately the 
burden for families of various sizes. There is 
much to be said for classifying families accord- 
ing to income per equivalent adult, rather than 
according to total income, since the former classi- 
fication would be more homogeneous as to the 
proportions in which the income is budgeted, 
scale of living, ability to pay, and so on—partic- 
ularly if children are counted as some fraction of 
an adult. But, until such a classification is recog- 
nized in income-tax law, it is perhaps premature, 
and certainly much more difficult, to use this 
type of unit. 

Along with accepting the income-tax unit, 
the income-tax definition of income was ac- 
cepted. This involves leaving certain types of 
income out of account and ignoring whatever 
evasion of taxes there may be. There is also 
ignored the overcollection of income tax through 
the failure of individuals to apply for refunds 
to which they are entitled. The net result is 
probably an understatement of the burden at 
the lower-income ranges and an overstatement 
of the burden at the higher ranges, although the 
amount of this error is probably not great. 

Questions of the definition of income and the 
unit are of less importance, however, in that the 
study deals with the burden on families of given 
size and on incomes from specific sources rather 
than with an average burden on all those falling 
in a given income class, as is the case, for ex- 
ample, in Who Pays the Taxes, by Helen Tara- 
zov under supervision of Gerhard Colm.' This 


*Temporary National Economic Committee 
Monograph No. 3 (Washington, 1940). 


latter method has the outstanding advantage 
that the total tax burden on the various income 
classes may be computed and the results checked 
with total revenues. In the absence of any such 
check, there is a considerable possibility that 
the results obtained, while adequately repre. 
senting the relative burden on incomes of 
different sizes, will generally over- or under. 
estimate the tax burden on all alike. 

The third point concerns the treatment of 
death duties. Their burden was conceived to fall 
on the decedent rather than on the heirs, fol- 
lowing the assumption made in previous studies 
of the Colwyn Commission. The Colwyn Com- 
mission method of calculating this burden was 
to take the insurance premium on a whole life 
policy required to pay the death duty on the 
estate and insurance proceeds combined, the 
policy being taken out at an assumed average 
age. However, since this method, which in effect 
assumed that the decedent would increase his 
savings upon the imposition of the tax sufficient- 
ly to retain unimpaired the net estate left at 
death, produced absurd results under the new 
higher tax rates, a new method of measuring 
this burden, devised by Nicholas Kaldor, was 
used. This method, which makes up in ingenuity 
what it may be considered to lack in logic, con- 
sists of computing the discounted future valve 
of the net income stream (after income tax) asit 
would be with no death duties, and as it would 
be with death duties, and taking the annual in- 
terest on this difference in capitalized value as 
the annual burden of the death duties. It was 
assumed, for this purpose, that the entire estate 
is handed down to a single heir at thirty-one- 
year intervals, while various alternative a+ 
sumptions are made as to the savings programs 
of the various generations at various income 
levels. 

But there seems, to this reader, to be some- 
thing rather peculiar.in the assumption that the 
burden of the death taxes is on the decedent, as 
made by the Colwyn Commission and followed 
in the present study. For a tax to be a burden on 
someone surely implies that the economic posi- 
tion of that person is impaired in some way, 4 
compared to what it would be if there were no 
tax: specifically, either that he can consume less 
or that he controls a smaller amount of capital. 
It seems quite unlikely that the imposition of an 
estate tax would substantially reduce the con- 
sumption of the decedent—and almost certain- 
ly not to the extent required to pay the premi- 
ums under the Colwyn Commission method. 
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Even where savings are increased as a result of 
the tax, the decedent enjoys a partial compensa- 
tion in the form of a greater control over wealth 
during his lifetime. Where there is no immediate 
change in savings or in consumption as a result 
of the tax—and this would seem, on the whole, 
the more likely case—the only way in which the 
burden can be said to fall upon the decedent is 
that the amounts he can leave to his heirs have 
been diminished. Surely it would be better to 
consider the burden on the heirs directly and not 
the mere reflection of this burden in the reduc- 
tion of the bequeathing-power of the decedent. 

Where both decedent and beneficiary are of 
the same economic group, which one bears the 
burden may make little difference to the pro- 
gressiveness of the tax burden. In Mr. Kaldor’s 
analysis the assumption that the estate passes 
toa single heir is justified on the ground that be- 
quest to several heirs would only affect the tax 
at the second transfer and would have only a 
small effect on the present burden. However, if 
the tax is regarded as a burden on the heirs, 
then the initial tax would fall on different eco- 
nomic groups according to the manner of dis- 
tribution of the estate. 

The assumption that the estate is passed on 
to a single heir every thirty-one years not only 
may overestimate the tax, as Mr. Kaldor freely 
admits, but tends to exaggerate the progressive- 
ness of the burden. Not only is there a tendency 
to avoid the tax by transfers during lifetime 
(particularly as there is no gift tax in Great 
Britain), but there is a strong tendency for be- 
quests to be made to third and fourth genera- 
tions directly, so as to reduce the number of 
times the property will be subjected to death 
duties. While the latter tendency may not be so 
pronounced in the United Kingdom as it is in 
the United States, where the gift tax blocks, to 
some extent, the easier channels of avoidance, it 
must still be substantial. Moreover, both of 
these methods of avoidance are more widely 
availed of in the higher-income ranges, where 
the pressure of the death duty rates is greater. 
However, there are no data which would give 
any accurate indication of the degree to which 
this avoidance varies with wealth and tax rates, 
so that the investigators may well be pardoned 
for having stuck to solid ground. 

The study is not so inclusive as it might have 
been, in that it is limited to central government 
levies; no attempt was made to cover local rates, 
and thus a vexing problem of incidence is 
avoided. Also, certain small taxes, such as docu- 


mentary taxes, were omitted from the computa- 
tions on the pretext that their incidence is 
capricious. On the other hand, the net revenue 
from post-office services (which include tele- 
graph and telephone service) is included as a tax, 
and due consideration is given to the frequently 
overlooked fact that some indirect taxes are 
paid by the government itself and must be ex- 
cluded from the burden on individuals if double 
counting is to be avoided. The omissions are 
particularly serious if international comparisons 
are attempted, since the distribution of func- 
tions and taxes among the various levels of gov- 
ernment differs. 

Within the limitations of the available data 
and the assumptions used, this book appears, 
on the whole, to be a painstaking and creditable 
piece of work, although, with the picture 
changing as rapidly as it is, the results are rapid- 
ly becoming of historical interest only. Were a 
comparable amount of work to be applied to the 
greater wealth of material available for this 
country, a really definitive estimate of the dis- 
tribution of the tax burden should be obtain- 
able. 

WILLIAM VICKREY 
Powellville, Maryland 


The United States of America, 1789 to the Present 
Day. By Jircen Kuczynsxi. Vol. II of A 
Short History of Labour Condilions under 
Industrial Capitalism. London: Frederick 
Muller, Ltd., 1943. Pp. 228. 10/6. 


The above work is divided into five chapters 
covering labor conditions from the beginning of 
the United States to the present. The five chap- 
ters are followed by a postscript on labor and 
the war and an appendix on industrial accidents, 

While the book is loaded with statistical 
tables, the author ignores them whenever the 
data do not confirm his thesis that the conditions 
of American labor have deteriorated. His first 
chapter, “The Period of Primitive Exploita- 
tion,” follows the established practice of citing 
the hardship and exploitation endured by labor 
in the pioneer factories. Yet the conditions de- 
scribed are not much worse than those recently 
pictured by John Scott in Behind the Urals. Mr. 
Kuczynski is, moreover, unwilling to allow the 
facts to stand when they do not corroborate his 
thesis. Thus, when he cites figures on pages 21- 
22 which show real wages to have increased 
from 1791-1800 to 1801—10, we are told: “If we 
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had sufficient statistical material for the years 
before 1791 we would probably find that real 
wages in the first decades of the nineteenth cen- 
tury were no higher, or were even lower than be- 
fore the Revolutionary Wars.” 

The author also believes that the evidence of 
increased real wages is deceptive, because an in- 
creasing number of women were employed at 
lower wages. He offers no proof that this factor 
was not accounted for in the index. The author’s 
reasoning is sometimes difficult to follow. On 
page 24 he describes several methods used to 
lower wages, and he concludes: 


These various methods of forcing down average 
wages are not taken into account in the above wage 
tables. And when we do take these factors into ac- 
count we find that the average purchasing power 
per employed worker in the fifty years from 1790 to 
1840 can, at best, have risen only very slightly. 


Methods used to reduce wages contribute to 
determining the actual level of wages. Taking 
them into consideration helps to explain why 
wages were not higher, but it certainly does not 
change their position. 

Examining the record of American labor 
from 1790 to 1900, the author admits that real 
wages had increased. This result contradicts the 
Marxian hypothesis upon which the book is 
based. For the Marxist the dilemma is an old 
one; and Lenin solved it by dividing the workers 
into the labor aristocracy, bribed by higher 
wages, and the exploited masses. The division 
of the labor group was necessary, in order to 
harmonize the rising standards of western 
European labor with the Marxian assumption 
of inevitable deterioration in the position of 
labor. As it is seldom that workers in all indus- 
tries make equal progress, it is always possible 
to label the ones who make the greatest advance 
as “aristocrats” of labor. Unequal progress does 
not prove that conditions of labor are deteriorat- 
ing. While there is wide variation in wages ex- 
isting between industries, the highest-paid in- 
dustries employ workers who would belong to 
the “exploited mass,” and loom-fixers and 
cutters are found in industries that pay rela- 
tively low wages. The author assures us that 
“one is quite safe in assuming that, as usual, an 
increase in productivity of work also brought 
an increase in the intensity of work.” Marxian 
writers never define precisely what “intensity 
of work” means. Certainly, there is no evidence 
that people work harder today than a century 
ago. As a matter of fact, the opposite seems to 
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be the case. Much laborious work has forty- 
nately been eliminated by machines of every 
kind, and certainly there is no evidence that 
conditions have deteriorated because of greater 
intensity of work or even that the intensity of 
work has increased. 

While one can agree with some of the criti- 
cism of American capitalism, the author fails to 
demonstrate that the condition of labor has de- 
teriorated despite his formidable use of statisti- 
cal material. Many industrial abuses exist, but 
certainly they are fewer than they were even a 
decade ago. The author’s conclusions are pre- 
determined by his philosophy; but his tests of 
labor welfare—real wages, legal position of 
labor, and nutrition and intensity of work— 
furnish virtually no corroborative evidence for 
his views. Kuczynski’s work should be regarded 
as an earnest testimonial of a believer rather 
than an objective examination of the position 
of American labor. 1 Tart 


Brown University 


Security, Work, and Relief Policies, 1942: Reporl 
of the Committee on Long-Range Work and 
Relief Policies to the National Resources Plan- 
ning Board. [Prepared under the direction of 
EveELINE M. Burns.] Washington: National 
Resources Planning Board, 1942. Pp. xii+ 
640. $2.25. 

Planning for social security is a major ele- 
ment of public policy in the democracies of the 
European tradition. It is, therefore, a sign of the 
times that the federal government adds the 
volume Security, Work, and Relief Policies to 
the list of similar reports published by the gov- 
ernments of Great Britain, Sweden, Canada, 
Australia, and New Zealand. Since these reports 
all deal with immediate, practical issues, it is to 
be expected that differences in economic condi- 
tions and national traditions will be reflected in 
difierences in emphasis and detail. It is notable, 
however, that in spite of the highly domestic 
chaxacter of these reports the basic assumptions 
upon which they are founded are common to all. 
They are alike in at least six important aspects. 
First, they accept the need for public aid on a 
large scale as a continuing, not an emergency, 
phenomenon of modern industrial civilization. 
Second, they are comprehensive in scope, de- 
signed to cover predictable periods of want from 
the cradle to the grave. Their common objective 
is the assurance of a minimum security for every 
member of the society. Third, they propose an 
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administrative and financial co-ordination of 

the diverse and often anomalous provisions 

which have resulted from piecemeal, experi- 
mental legislation enacted over a span of years. 

Fourth, they combine in new patterns the famil- 

iar methods of social insurance, public assist- 

ance, and free public social services. Fifth, they 
stress the importance of an underlying economic 
policy which will maintain employment and na- 
tional income at a high level. And, finally, they 
are all based on the assumption that want can 
be abolished without a revolutionary disruption 
of existing institutions. Indeed, they assume 
that in a modern democracy the abolition of 
want is sound economic and political policy. 

Security, Work and Relief is the American ex- 
pression of the general demand for social securi- 
ty. It was undertaken as a project of the Com- 
mittee on Long-Range Work and Relief Policies 
of the National Resources Planning Board and 
was carried through under the direction of Dr. 

Eveline M. Burns. The first objective of the 

study is a review of existing relief and security 

programs in the United States. Part I traces the 
development of our multiform system of public 
aid and describes its general characteristics. 

Part II shows the relation of the public aid pro- 

grams to the persons for whose benefit they are 

intended. It brings into view the gaps in cover- 
age and inadequacies in provisions which still 
exist in spite of the great expansion which has 
taken place in the past decade. Part III ana- 
lyzes some of the major financial and economic 

aspects af public aid measures; and Part IV 

deals with administrative problems. The reader 

who is eager to get the gist of this weighty vol- 

ume in shorter form will find in chapters xvi- 

xix a summary of findings and a statement of 

principles. The Introduction and chapter xix 

are available in a pamphlet published separately 

under the title After the War—toward Security. 

The recommendations which conclude the 
report bring into focus current issues in social 
security planning. They enumerate six specific 
objectives of public aid policy. 

1. Emphasis upon preventive and constructive 
measures which will make more effective use of 
productive resources, including labor, and will 
improve the health of the people 

. Provision of work through federal work programs 
for adult men and women who cannot find jobs 
in private industry 

- Planning of educational and work programs for 
young people and handicapped persons which 
will fit them to be useful citizens and workers 
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4. Assurance of a basic security of income for all, 
in so far as possible by the method of social in- 
surance 

. Strengthening of the general public-assistance 
system to supplement social insurance plans 


. Expansion of those social services which are es- 


sential to the health, welfare, and efficiency of 
the population 


To facilitate the attainment of these objectives, 
it is recommended that, wherever appropriate, 
the method of federal-state co-operation be con- 
tinued and strengthened. 

The six general objectives are elaborated into 
a series of specific proposals in respect to each of 
the major programs of public aid. It follows 
from the preference for the method of social 
insurance that the committee favors extension 
along these lines. In the case of unemployment 
compensation it recommends abolishing merit 
rating, federalizing administration, and pooling 
state reserves in a national fund. Benefits under 
Old Age and Survivors Insurance should be 
liberalized, coverage should be extended, and 
the regressive nature of the tax on wages should 
be corrected by a government contribution. To 
these programs already in operation should be 
added a comprehensive system of disability in- 
surance. These changes would go far to increase 
the scope and effectiveness of social insurance 
measures, but they would still leave a large and 
important area to be dealt with by public assist- 
ance. Indeed, the success of the social insurance 
systems which provide for special groups under 
special circumstances, and for limited periods 
of time, depends upon the ability of general 
assistance agencies to carry the burden of resid- 
ual relief. These agencies are the most vulner- 
able link in a comprehensive plan of public aid. 
As at present constituted, they are admittedly 
inadequate to withstand the strain of a severe 
business recession. To prepare against a repeti- 
tion of the confusion and distress of emergency 
relief, from which we have just emerged and 
which no one can wish to have repeated, the 
committee recommends a federal grant-in-aid 
to the states for general relief purposes. Such a 
grant, it believes, will assure more adequate re- 
lief to clients and protect the social insurance 
plans against misuse. The committee would also 
strengthen the special types of public assistance 
set up for the aged, children, and the blind by 
substituting for the principle of equal-matching 
grants a method of differential grants which 
would take into account differences in need and- 
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in economic and fiscal policy among the several 
states. 

Such, in outline, are the plans for integrating 
and expanding public programs for assuring 
minimum income. They are supplemented by a 
series of proposals for extending the scope and 
effectiveness of health and welfare activities 
which include, among other things, provision of 
free lunches for all school children and distribu- 
tion of surplus commodities at subsidized prices 
to the entire low-income population. 

The authors of the report do not attempt to 
calculate the probable cost of the programs. 
Such a task belongs to the stage of specific, leg- 
islative measures. The ability to bear the cost, 
they maintain, depends upon our success in 
making full use of our economic resources. The 
basic problem of social security is not the capac- 
ity of the nation to finance a comprehensive 
public aid program but its ability to maintain 
full employment and a high level of income. 
“On a high-level income these services are not 
only possible but are indicated as indispensable, 
even from a narrow economic point of view.” 

Security, Work and Relief is a highly signifi- 
cant document. It presents for the first time a 
comprehensive, over-all picture of the programs 
of public aid which exist today in the United 
States. Some of these programs have a long his- 
tory; others are quite new in American practice. 
Dr. Burns’s study reviews these diverse pro- 
grams and reveals each in its relation to the 
others. As a result we can see more clearly than 
ever before the groups of our people who need 
aid, the kinds of provision now available to 
them, and the gaps and inconsistencies and 
points of weakness in present plans. We can 
also appreciate more clearly than before the 
economic implications of social security plan- 
ning: the cost of the program in relation to na- 
tional income; the incidence of pay-roll taxes; 
the repercussions of social security financing on 
banking, fiscal, and business-cycle policy; and 
its effects on individual initiative, labor mobili- 
ty, and spending and saving. Public aid emerges 
from the report as a major factor in the struc- 
ture of the American economy. 

Against this background of fact and theory, 
it should be possible for students of social se- 
curity problems to appraise more clearly than 
in the past definite objectives and specific pro- 
posals for action. The first impact of the report 
will raise more questions than it answers. Social 
workers .and public administrators will dispute 
the conclusions regarding the methods which 
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shall be adopted; the medical profession wil] 
level attention on health insurance and public 
health measures; economists will take issue on 
points of business-cycle analysis. Many will 
criticize and few will agree with the report as a 
whole. It is, indeed, the boldness of scope and 
attack which gives the book significance. In 
calmer days it might have figured chiefly as an 
academic document replete with facts and 
bristling with arguable contentions. But now, 
in spite of determined efforts to put off the day 
of official reckoning, the issues it raises are 
bound, sooner or later, to play an important 
part in formulating social policy and in influenc- 
ing political history. 

HELEN FIsHER Honman 


Northwestern University 


Social Aspects of Industry: A Survey of Labor 
Problems. By S. Howarp PATTERSON. 
3d ed. New York: McGraw-Hill Book Co., 
Inc., 1943. Pp. xviii+536. $3.00. 

This is the third edition of a book first pub- 
lished in 1929. Despite efforts to set the discus- 
sion in a broad framework, the meat of the book 
is in the description and history of various 
aspects of employer-labor relations and of gov- 
ernment action relating to labor markets. The 
author has made a genuine effort to be ob- 
jective; and in this he has succeeded remark- 
ably well, considering the subject matter 
with which he is dealing—so well, in fact, 
that he is criticized for bias by partisans 
of all kinds. He maintains a neutral position 
largely by the technique of citing the arguments 
commonly presented on both sides of contro- 
versial issues. When it first came out in 1929, 
the book was pathbreaking in scope for the 
textbook field, and, as such, it made a real con- 
tribution. But in spite of the inclusion of more 
recent events in the 1935, and again in this 
1943, edition, there is very little evidence of 
growth in the basic thinking of the author. 

Mr. Patterson’s point of view in attempting 
a broad treatment of problems relating to labor 
is stated in the Preface to his book in the follow- 
ing words: 

Social problems of industry lie within overlapping 
zones amid contiguous fields of sociology, economics, 
and political science. Industrial problems have social 
consequences; they involve governmental action for 
their solution. Their very nature defies rigid com- 
partmentalization. Realizing the composite char- 
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acter of labor problems, the author has attempted 
to weave them into a unified pattern of social eco- 
nomics. 


But this is precisely what he has failed to do. 
The book is devoid of sociology and political 
science and all but devoid of economics. Its 
unity is the unity of a series of artificial pat- 
terns of organization that are so ever present 
that it is painful to read. There is no analytical 
woof through which the warp threads of the 
descriptive materials can be drawn; hence, when 
all is done, there is no piece of cloth but only a 
pattern of cross-threads that fall apart again. 

Why have such good intentions led to such 
disappointing results? The trouble is not in the 
main structure of the book as indicated by the 
Table of Contents. The six main parts of the 
book are presented under the following head- 
ings: “I. The Background of Labor Problems”; 
“II. Problems of Income”’; “III. Human Con- 
servation and Labor Legislation”; “IV. Col- 
lective Bargaining and Labor Organization”; 
“VY. The Approach of the Employer”; and “VI. 
Comprehensive Programs of Economic Re- 
construction.”” Such an outline suggests the 
possibilities of an exceedingly interesting and 
meaningful treatment of problems in a central 
aspect of economic life. 

The difficulty seems to be that Mr. Patter- 
son’s conceptions are broad but not deep. He is 
simultaneously ambitious in his purpose and 
lacking in energetic intellectual effort. It is not 
sufficient for “even a textbook writer” to rest 
at ease, having once stated that he “makes no 
claims to originality.” Originality of some kind 
is the only excuse for adding to the millions of 
books cluttering shelves and sometimes minds. 
Neither is “lack of space” an acceptable answer. 
The writer of a book which is to introduce 
students to problems in labor relations could 
choose to present a compendium of descriptive 
detail or to select the high spots in the descrip- 
tive materials and present them in a structure 
of analysis that would give them perspective 
and meaning. Mr. Patterson has done the 
former while paying lip service to the latter 
approach. He seems to be more apologetic for 
the details omitted in the catalogues of Parts 
Il-V than for the spotty and platitudinous 
treatment in Parts I and VI or the lack of 
integration between description and analysis in 
the main body of the book. The fact that the 
book is written for beginners makes its surfeit 
of detail in conjunction with its superficiality all 
the more indigestible for its classroom victims. 
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These critical comments can be borne out by 
many illustrations. 

Parts I and VI are especially poor. The first 
chapter is one of the worst in the book, so far as 
readability is concerned. Under the heading 
“The Background in Social Forces: Funda- 
mental Concepts,” Mr. Patterson presents the 
students with a series of definitions, most of 
which are never used again. They are written in 
the manner of the worst of the old introductory- 
economics-textbook sets of preliminary defini- 
tions and are illustrated by triangle and bar 
diagrams that serve only to help students cram 
for quizzes. There is nothing to convince a 
student that these concepts are important and 
have real content. Chapter iv, “The Background 
in Population,” focuses almost exclusively on 
immigration; either the author has not looked 
at the National Resources Committee’s popular 
work, on Problems of a Changing Population, 
or, if he has seen it, he has failed to take in any 
of the major facts so clearly portrayed there. 
Moreover, even with respect to immigration, 
Mr. Patterson’s discussion of “‘economic effects” 
emphasizes the usual ideas about workers com- 
ing in with low planes of living and pulling down 
the level of wages for unskilled labor, to the 
virtual exclusion of all other economic aspects 
of immigration. In fact, what is true of chapters 
i and iv is true of all of Part I of the book. It 
lacks edge and integration; selection is poor; 
and there is no pointing-up of the discussion to 
show why it is there. 

The style of writing in Part VI is somewhat 
better than in the first part of the book, but 
again the attempt to give a background against 
which the more specific materials of the central 
parts of the book can be observed falls very 
flat. Chapter xx, on the co-operative movement, 
is extremely weak. It is surprising, indeed, at 
this date to read that “the primary objective 
of any truly cooperative movement is the sub- 
stitution of mutual benefit for private profit.” 
Analysis, if such it could be called, is confined to 
paraphrasing of statements commonly heard 
about co-operation. Almost nothing is said that 
would give the reader any clues as to the re- 
lation between co-operation and other develop- 
ments in the modern economy. There is abso- 
lutely no attempt to evaluate the movement 
from a sociological or a political standpoint. 
The final chapter, “Industrial and Social Prog- 
ress,” is a collection of platitudes and beati- 
tudes. 

Lack of effective use of economic analysis 
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is evident again and again. It is surprising that 
in a book purporting to deal with labor problems 
under the title of Social Aspects of Industry, 
there is no attempt to use, in even the most 
simplified form, the tools developed by Pigou 
and by J. M. Clark in their distinctions be- 
tween private and social costs. Business-cycle 
theory is completely neglected, even in the 
chapter on unemployment. Chapter vii, ‘““Theo- 
ries of Wages and the Course of Real Wages; 
Labor’s Share in Our National Prosperity,” 
purports to show at least some relation between 
wage analysis in economic theory and the 
descriptive facts of income distribution; but, 
if such a relationship has been brought out in 
these pages, it has been entirely missed by this 
reviewer; indeed, one is tempted to conclude 
that the author was baffled and so just turned 
it over to the poor students to figure out for 
themselves (or rather to suffer under the 
illusion that they are “just too dumb to under- 
stand”). 

If this were a review of the first edition of 
Social Aspects of Industry, written in 1929, it 
would be far less critical. But on this third 
appearance there is little evidence of a real 
effort to come to grips with the underlying 
issues and to bring the book a bit closer to the 
high goals its author appeared to set for himself. 


Mary JEAN BowMAN 


Towa State College 


Public Trusteeshid. By NorMAN STEWART 
HEAneEY. (“Johns Hopkins University Stud- 
ies in Historical and Political Science,” Ser. 
LX, No. 4.) Baltimore: Johns Hopkins Press, 
1942. Pp. 130. $1.50. 


Lieutenant Heaney’s monograph reports on 
the experiment of public trusteeship in New 
Zealand, England, and other parts of the British 
Commonwealth. It is written as a study of ad- 
ministrative methods and does not venture far 
into the legal or the economic foundations of the 
investment problem presented by the steady 
increase in trust funds. Official bureaus to hold 
private funds, particularly those involved in 
litigation, developed during the nineteenth 
century in India, New Zealand, and elsewhere 
in the British community, in response to the un- 
settled character of colonial populations and 
the bad habits of the bar. A public trustee was 
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established in England in 1906, after a lengthy 
series of royal commission investigations and a 
good deal of public outcry about defaulting 
solicitors. 

The history of the institution in England is 
instructive. The office was organized to serve in 
all kinds of trust situations—under wills, deeds 
of trust, executorships, and guardianships. Its 
fees were, in the beginning, lower than those 
charged by banks or by most private trustees, 
From 1908 to the first World War there was a 
steady increase in the number of cases being ad- 
ministered. Since the war, the fees of the banks 
have dropped (in many instances below those of 
the public trustee) and the campaign to promote 
and popularize the office has been abandoned. 
The number of new cases under public trustee- 
ship has fallen in recent years, but the accumu- 
lated value of the funds being administered was 
in 1939 some £300,000,000—a peak figure, al- 
though obviously a minute fraction of the total 
funds held in trust in England. While Lieuten- 
ant Heaney makes no estimate of the rate of re- 
turn received by beneficiaries in England, it is 
obvious from his analysis of the trust adminis- 
tration and from experience in New Zealand and 
elsewhere, that the return received is conserva- 
tive, not to say unexciting. 

The failure of public trusteeship to supplant 
private and corporate trusteeship in New Zea- 
land or England measures the effectiveness of 
resistance to the idea by vested-interest groups, 
as well as the differentials of cost for the service 
which have developed. In some classes of situa- 
tions—notably for small estates—there are ad- 
vantages in the public trust arrangement. The 
plan has suffered, however, the limited and un- 
spectacular degree of success which seems to be 
the general fate of well-meaning but weak and 
voluntary schemes for public competition with 
private financial services—the postal savings 
plan, the Massachusetts Savings Bank life in- 
surance scheme, and the like. 

Lieutenant Heaney’s conclusion is that “in 
the present American coriext public trusteeship 
is not a fore-ordained institutional development. 
It is not even a crying need of our time. But itis 
one clear path to trust improvement inviting 
enterprising public leadership.” His caution is 
not excessive. Certainly, we need a much more 
active and radical plan than those discussed by 
Lieutenant Heaney if the flow of individual sav- 
ings is ever to be made available again to enter- 
prise. Alternative plans for freezing savings in 
gilt-edged securities, “legal” investments, oF 
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government bonds can make little contribution 
to economic welfare—even to the economic wel- 
fare of the individual trust beneficiaries. 


EvuGENE V. Rostow 
Yale University 


Employment in Manufacturing, 1899-1939: An 
Analysis of Its Relation to the Volume of Pro- 
duction. By SOLOMON FABRICANT. New York: 
National Bureau of Economic Research, 
Inc., 1942. Pp. xix+362. $3.00. 

This is a companion study to The Output of 
Manufacturing Industries, 1899-1937," pub- 
lished by Dr. Fabricant three years ago. It is 
devoted to the presentation and interpretation 
of new indices of total employment and of em- 
ployment and man-hours per unit of product. 
These series cover the aggregate output of 
manufacturing industries as well as individual 
industries and groups of industries. The indices 
which appear in Appendix F will make it a 
source of reference for future studies of the 
manufacturing industries. They cover periods, 
of various length, for which comparable basic 
data are available. As a rule, indices were com- 
puted only for years for which both output and 
employment data were available. 

Between 1899 and 1937 (both years of relative 
prosperity) the number of employees in our 
factories doubled, but their physical output had 
increased not less than 276 per cent. Taking into 
account improvements in quality, Fabricant 
estimates that factory employment by unit of 
equivalent product dropped so per cent. The 
decline of labor requirements per unit is even 
larger if the shortening of the work week is 
considered. “In short, by 1937 only about one 
third as many manhours of factory work went 
into the fabrication of a given quantity of goods 
as 38 years earlier” (p. 154). This is the general 
result of Dr. Fabricant’s investigation. 

Although appendixes containing the sup- 
porting material account for more than half of 
the volume, and the text itself abounds with 
tables and charts, Fabricant’s study is by no 
means a dry dissection of the successive censuses 
of manufactures. Technical details are banished 
to the appendixes. The main body of the study, 
which is exemplary in the organization of the 
material presented, contains a host of interest- 
ing points inviting further investigation. In 
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chapter iv the relationship between the rate of 
growth of industries and the decline of unit 
labor requirements is investigated. In the fol- 
lowing chapter the notion of technological un- 
employment is scrutinized. Much of chapter v 
is devoted to the problem of the retardation of 
growth of output, which has been previously 
investigated by two other members of the staff 
of the National Bureau of Economic Research 
—Simon Kuznets and Arthur F. Burns. In 
Fabricant’s study the emphasis is shifted from 
individual commodities to groups of related 
commodities, or rather to industrial categories. 
The field of inquiry is enlarged by analyzing 
trends in employment as well as in output. 
The empirical evidence covering ninety-nine 
series substantiates the findings of Burns and 
Kuznets. 

The author doubts that the evidence pre- 
sente can bear out the contention that our 
manufacturing industry is approaching, or has 
already reached, maturity. Some of the manu- 
facturing industries are in process of rapid 
growth; others have reached the peak of output 
and/or employment; others again are declining 
more or less rapidly. This complex picture pre- 
cludes, according to the author, a general con- 
clusion as to the manufacturing industry as a 
whole. “Only a homogeneous industry can be 
treated as a single entity, so that an inference 
concerning its future may be hazarded from its 
past trend” (p. 167). 

It will be noticed that Fabricant consistently 
avoids use of the ambiguous term “productiv- 
ity.” It is not possible, on the basis of the 
material available, to estimate what proportion 
of the increase in output is due to higher efficiency 
of labor and what results from the substitution 
of other factors of production. Nor is it easy to 
ascertain to what extent the increase of output 
resulted from the progress in nonmanufactur- 
ing industries. 

Dr. Fabricant’s study maintains the usual 
high scholarly standards of the NationaP 
Bureau of Economic Research. It combines a 
stimulating analysis with an able presentation 
of new and valuable statistical series. 


GrorcE GARVY 

New York City 
2 Significantly, we find in the Index: “Produc- 
tivity, see Employment per unit of output, Man- 


hours per unit of output and Labor per unit of out- 
put.” 











Economic Aspects of a President's Popularity. By 


Westey C. Crark. (Ph.D. dissertation in’ 


political science, University of Pennsyl- 
vania.) Philadelphia, 1943. Pp. ix+8o. 


A number of attempts have been made to 
test the hypothesis that there is a definite re- 
lationship between economic and _ political 
trends. In the United States, economic indexes 
have always been more plentiful and reliable 
than political indexes. The use of election re- 
turns for the study of trends has many grave 
limitations. Mr. Clark’s monograph furnishes 
the most reliable data that have yet been as- 
sembled on American national elections. He ob- 
tained the monthly figures from George Gallup’s 
American Institute of Public Opinion on the 
popularity of President F. D. Roosevelt between 
February, 1937, and April, 1940, broken down 
by four income classes, which were called “well- 
to-do,” “middle income,” “poor,” and “on re- 
lief.” The national and group trends were re- 
lated to national-income payment figures com- 
piled by the Department of Commerce, and to 
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public-relief expenditures as compiled by the 
Social Security Board. 

The study shows a stable inverse relationship 
between Roosevelt’s popularity, as measured in 
this fashion, and the income groups. For the pe- 
riod covered, there was a positive relationship 
between his popularity and national income and 
a negative relationship between his popularity 
and relief expenditures. The latter relationship 
may be spurious, since relief expenditures are 
inversely related to national income. If the 
study were brought down to date, these rela- 
tionships might not hold, since Roosevelt’s 
popularity has not risen with rising income pay- 
ments since the attack on Pearl Harbor. 

Basically the study is sound, but it is marred 
by a failure to exhaust the published materials 
on the subject (particularly those in the psycho- 
logical journals), by illegible charts, by an in- 
sufficiently critical attitude toward the data, 
and by an occasional naive interpretation. 


Harowp F. GosNneLi 


Bureau of the Budget 
Washington, D.C. 
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